SSS 


IGEN 


“ARIS 


=A Night Alarm In The 2 


SS 


A 


Pa 
| 
| | 
| | | | 
| 
~ JOURNAL 
| 
| 
| 
| V4 
| 
| | 
| | 
| 
| 
j 


The F&E Lightning Certifier 


HE F & E Lightning Certifier is without question the premier 
machine for imprinting certifying or acceptance Notice, Amount 
and Date on a check. 


It meets all Clearing House require- 
ments. Attractively finished in 
CERTIFIED. 
PAYABLE THROUGH *. black enamel with nickel fittings. 
CHICAGO CLEARING HOUSE 
WHEN PROPERLY ENDORSED ~ A Two-Year Mechanical Guarantee 


given with each machine. 
BANK OF PROSPERITY 
RE, U.S.A. 


Price $125.00 


We are in position to make 


delivery on the F. & E. Lightning Certifier 


THE HEDMAN MANUFACTURING COMPANY, CHICAGO. 
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Furnishing Funds for the Farmer 


By GEORGE E. ANDERSON 


The Federal and Joint Stock Land Banks, Organized to Provide 
Adequate Supplies of Capital to Agriculture Have Grown Be- 


yond Expectations of Their Sponsors. Recent Controversy With 
the Treasury Department Over Supervision and Examination. 


HAT is Truth, said jesting 

Pilate; and would not stay 

for answer.” Often each 

side of a controversy can be 
partly right. Both of which philosophical 
observations apply to the relations of the 
Treasury Department of the United States 
and the so-called Federal Land Banks and 
Joint Stock Land Banks organized under 
the aegis of the government to loan farmers 
money on farms and otherwise assist: the 
agriculturist to eke a living out of the soil 
in competition with his fellow workers in 
other lands. There has been much hubbub 
in mortgage loan and agricultural circles in 
the past year or two over the Land Banks 
and the Joint Stock Land Banks with many 
extravagant claims from various interests 
and at various angles. Perhaps none of 
these claims are altogether true; yet few of 
them are without some truth and in the set- 
tlement of controversy and the adjustment 
of claims lie great public interest. 


HEN on January 6, 1927, Charles S. 

Dewey, Assistant Secretary of the 
Treasury of the United States, appeared be- 
fore the Committee on Banking and Cur- 
rency of the House of Representatives in 
behalf of a bill for the modification of the 
law relating to the land bank systems of the 
United States he brought to a head a contro- 
versy which had been raging for about a 
year, 

In the proposed legislation the Secretary 
of the Treasury sought a division of the 
control of these land bank systems which 
theretofore had been placed by Congress 
solely in the organization established by the 
original land bank law known as the Farm 
Loan Board. The proposition in brief, at 
least on the face of things, was to leave the 


administration of these systems with the 
Farm Loan Board but to place the matter 
of accounting and particularly that of gov- 
ernmental examination of the land banks 
under the supervision of the Treasury De- 
partment. In a general way the Treasury 
proposed to supervise the financial features 
of these institutions in about the same way 


First of a Series 


T Federal Land 
Banks and the Joint 
Stock Land Banks touch 
farming everywhere. At- 
tempts made in the last 
Congress to obtain new 
legislation for their super- 
vision brought to light a 
controversy between them 
and the Treasury Depart- 
ment. Though no legisla- 
tion was enacted much of 
the reform sought has been 
effected from within. The 
accompanying article is the 
first of a series discussing 
the creation, development 
1 and functioning of these 
banks. 
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that the Comptroller of the Currency super- 
vises the national banks. 

The Treasury Department maintained 
that these banks had issued bonds, then 
in the hands of investors, to a value exceed- 
ing $1,600,000,000, these bonds representing 
the major portion of a larger sum which 
had been loaned the agricultural industry 
during the ten years or so that the banks 
had been in operation. 

The Department claimed that these insti- 
tutions had been without that thorough 
supervision, by examination of competent 
inspectors and otherwise, which institutions, 
handling money of the people of the coun- 
try and so intimately concerned in the pros- 
perity and well being of so important a part 
of the life of the nation, ought to have. It 
claimed that the several institutions in the 
bilateral system of farm banks operated 
without adequate and particularly without a 
coordinated system of accounts, making ex- 
amination and control difficult if not impos- 
sible. Other and less important faults and 
weaknesses in the original law were to be 
corrected in the proposed amendments but 
the direct apparent issue was the matter of 
control of accountancy and examinations. 


_ real issue was much more deeply 
seated. In the three months’ discussion 
before the House Committee which followed 
Mr. Dewey’s statement it was developed 
that there were differences between the 
Treasury Department and the Farm Loan 
Board which went to the very constitution 
of the two types of land banks; that these 
differences related in the first place, in the 
matter of examinations, to a question of— 
if not the present—at least the ultimate 
soundness of the security on which great 
bond issues were based; and that in the sec- 
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ond place, as to 
accountancy, they 
related to ques- 
tions of adequate 
reserves which 
also had to do 
with the essen- 
tial soundness of 
these _ so-called 
banks as _finan- 
cial _ institutions 
under the super- 
vision of the 

government — in- 
deed it was in 
their relations or 
reputed relations 
with the Treas- 
ury Department 
that the principal 
occasion for con- 
troversy arose. In 
the committee 
hearings there 
were also some aspersions on the manner in 
which some of the banks had been conduct- 
ing their business. 

It is now generally admitted that there was 
need of a decided change in the methods and 
administrative control and the net result of 
the recent flurry has been materially bene- 
ficial all around. In the first place there 
was a lack of unity in the routine work of 
the Farm Board where each of the six mem- 
bers had exclusive routine jurisdiction over 
two Land Bank districts with the result that 
there was little coordination in routine 
rulings and often direct conflict in minor 
policies adopted. 

There was a lack of proper examination 
not only in the matter of methods differing 
from the methods of the Treasury Depart- 
ment in the control of national banks but 
also in the fact that as a result of a short- 
age in examining personnel six of the Land 
Banks and fifteen of the fifty-six Joint 
Stock Banks had not been examined in over 
a year. 


Protest. Against New 
Regulations 


N November, 1925, the Farm Loan Board 

at the suggestion of the Treasury De- 
partment issued new regulations applying to 
the Joint Stock Banks in regard to account- 
ing, these regulations having particularly to 
do with the inclusion of certain suspension 
items in the assets and passing certain other 
items to reserves. The Joint Stock Banks 
vigorously protested against these regula- 
tions and claimed that they could not con- 
tinue to do business under them. The mat- 
ter continued at issue for months. In the 
meanwhile there was continued division not 
only as between the Treasury Department 
and the banks but in the personnel of the 
Farm Loan Board. The attempt of the 
Treasury to secure legislation embodying its 
ideas was the result. 

In opposing this proposed legislation the 
combined lard bank interests admitted in 
effect that the examinations by government 
inspectors had not been as frequent and 
satisfactory as the interests of the govern- 
ment, the farmers and investors ought to 
have for their protection. The essential 
soundness of the condition of both types of 
banks was claimed and on the whole was 
demonstrated. The proposed division of 
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The three new members of the Federal Farm Loan Board: Eugene Meyer, Jr., head of 
the system, at his desk; George R. Cooksey, center, and Floyd R. Harrison, right 


control was opposed largely because it was 
deemed impossible to separate matters of 
administration and policy from direct con- 
trol of examination and accountancy. And 
then there was a certain amount of farm 
politics in the matter. The proposed legis- 
lation failed to get as far as the House Cal- 
endar because of the early close of the ses- 
sion of Congress and also because it would 
not have passed anyway. For the hearings 
before the committee of the House demon- 
strated one thing beyond cavil, namely, that 
the farm interests of the country will brook 
no interference with the land bank system 
from any source. 

Later the Farm Loan Board was reorgan- 
ized and with additional personnel a new 
element was injected into the administration 
of the banks favorable to the Treasury 
viewpoint. New rules were promulgated in 
June under which the examination and ac- 
countancy in the two systems, including also 
the intermediate credit banks, were brought 
nearer the methods of the Comptroller of 
the Currency in the examination of national 
banks and in a general way the objections 
of the Treasury Department to continued 
control of the land banks in all respects by 
the Farm Loan Board were removed. In 
short what was proposed by way of legisla- 
tion has been accomplished by reorganized 
administration. There will be no amend- 
ments of the land bank acts save perhaps 
from time to time to correct minor faults, 
the control of the system remains theoreti- 
cally with the farmers of the country 
through the Farm Loan Board and all par- 
ties are reasonably satisfied, or perhaps 
equally dissatisfied. 

Back of this matter of proposed changes 
in the law and the reorganization of the ad- 
ministration of these institutions, however, 
is the entire problem of farm loan laws and 
administration, the safety and soundness of 
these institutions, the matter of govern- 
mental responsibility and particularly, and 
with great practical importance, the rela- 
tions of these so-called farm banks to other 
banks and other farm mortgage concerns. 

The establishment of the farm loan sys- 
tem was the result of years of agitation and 
political pressure from the agricultural in- 
terests of the country to place agriculture 
upon an equality of opportunity with other 
industry in the country with respect to sup- 
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plies of capital, 
The subject had 
been considered 
by Congress 
from time to 
time and a Con- 
gressional com- 
mission had been 
appointed to jin- 
vestigate systems 
of cooperative 
and other farm 
loan _ institutions 
in Europe. The 
present American 
dual system was 
the result of this 
investigation. The 
primary effect of 
the new system 
on the farm loan 
business is best 
measured perhaps 
by the growth of 
the new institutions. 


Have They Outgrown Machin- 
ery Devised for Control? 


ERTAINLY these institutions have de- 

veloped far beyond the ideas of their 
legislative sponsors. The Treasury Depart- 
ment believes they have outgrown the ma- 
chinery devised for their control. Com- 
mencing with loans amounting to $39,112,115 
based upon bonds of a somewhat smaller 
amount in 1917, the first year of operation, 
the business of these banks has increased 
until on June 30, 1927, the two types of 
banks had placed loans to a total of $2,111,- 
135,309, of which $1,386,822,314 had been 
placed by the Farm Loan Banks and $724,- 
312,995 by the Joint Stock Land Banks. On 
the same date there were in force loans to 
a total of $1,738,164,705, i.e., $1,130,647,908 
by the Land Banks and $607,516,797 by the 
Joint Stock Banks, all these loans being 
based upon bonds in force amounting to 
$1,678,728, 180. 

In capital account development increases 
have been just as striking. Under the law 
the capital in both types of banks increases 
with bond issues which in turn are the bases 
of loans. The original capital of the twelve 
land banks was fixed by Congress at a mini- 
mum of $750,000 each or a total of $9,000, 
000. Stock subscriptions were offered the pub- 
lie, but the response was negligible, with the 
result that the Federal Treasury furnished 
$8,892,130 of the capital. At the close of 
business on June 30, 1927, the capital of 
these banks stood at $60,574,983, of which 
the United States government owned only 
$842,008. Reserves and undivided profits 
brought the total capital account to $74,461,- 
884. The Joint Stock Banks have had a sim- 
ilar development but with the difference that 
their capital represents voluntary invest- 
ment. Beginning with the minimum of capi- 
tal permitted by law, $250,000 for each bank, 
in 1918 the capital stock paid in had reached 
$34,487,185 in 1924 and on June 30 of the 
present year had reached $40,720,485 and to- 
gether with reserves, surplus and undivided 
profits the total capital investment on that 
date was $52,025,417. 

These very large totals in themselves have 
naturally been sufficient to arouse the in- 

(Continued on page 211) 
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REFUGE IN EXCUSES 


HERE are two pet theories 
occasionally expounded in 
newspapers and maga- 
zines. 

One is that a man is 
badly handicapped in the struggle 
for success if he hasn’t a college edu- 
cation. 

The other is that the time 
has gone by when a man may 
build up a business unless he 
commands great capital. i 

Both of these propositions 
have evil effects 
because they 
may be accepted 
as final by young 
men and women 
possessed of 
great latent abil- 
ities, which abil- 
ities probably 
would be de- 
veloped but for 
placing cred- 
ence in these 
pessimistic 
beliefs as statements of in- 
surmountable facts. 

But men and women and corpora- 
tions and institutions everywhere 
bear cheerful evidence that industry, 
courage and plain honesty often may, 
and often do out-distance both edu- 
cation and the mere possession of 
capital. 


{ 


‘THE university has given some 

men a refinement that impedes in- 
dustry and impairs usefulness. The 
possession of capital has set many a 
man up as the head of a business 
when he would have been wiser to 
have started in at the. bottom at day 
wages. There he would have learned 
—and saved his capital. 
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Such men as Wright Brothers, 
Tom Edison and Ford wrested good 
secrets from Nature’s treasure house 
without the aid of a university; and 
when a man has demonstrated in a 
large way that his usefulness may be 
extended to others, capital—in these 
days at least——is 
likely to waylay 
him at every 
turn. 

In Dickens’ 
“Bleak House” 
the Ex-Soldier 
was extolling 
the wisdom of 
his wife. “I 
would sooner 
take her opinion 
than that of col- 
lege,” said his 
comrade. 

“College!” returns her hus- 
band, “What college could 
you leave—in another quarter 
of the world—with nothing 
but a gray cloak and an um- 
brella—to make its way home 
to Europe? The old girl 

would do it tomorrow. Did it once.” 


BPUCATION is to be greatly de- 
sired, but what university degree 

would enable a man to fly across the 
Atlantic? 

The substance of it all is this— 

Let no man excuse himself for lack 
of achievement on the plea that he 
has neither a diploma, nor a fortune, 
because too many people have found 
plain industry to be an excellent sub- 
stitute for higher education, and a 
little margin of time between the . 
day’s work and the night’s sleep some- 
thing to be transmuted into both edu- 
cation and capital. 


Fa 


Emerson says, “If you serve an ungrateful master serve him the more. Put God 
in the debt.” 


By James E. 


| 
| 
=e 
| 
e 
d 
yf 
yf 
h 
y 
t- 
ie 
k, 
od 
he 
at 
e 
n- 


Banking “As Usual” 


in Boots, 


Boats and High Water 


By DALE GRAHAM 


The Bankers Stayed on the Job During the Mississippi River 
Flood. Three Classes of Banks—Those You Could Wade Into, 
Those You Had to Row Into and Those That Had to Take to the 
High Hills. How the Bankers Served Under These Difficulties. 


HEN the water hit the lower 

Mississippi Valley states, the 

farmers had to desert their 

homes, the merchants had to 
close up, but the banks were faced with 
a different problem. In a time of such dis- 
tress, the people needed money, and if the 
banks closed, what would they do? 

The rising level of the old Father of 
Waters and his staff of assistants—the Mis- 
souri, Arkansas, White, Ouachita, and Red 
Rivers—said to the bankers, “You’d better 
stay at home, if you have one, or up on 
the levee, if you 
haven't.’ But the 
voice of duty told 
them, “You owe it 
to your depositors 
to stay on the job.” 
And stay they did. 
Pretty generally 
over the entire 
flooded region, the 
banks kept their 
doors open during 
almost all of high 
water. 

Throughout the 
water there 
were three classes of 
flooded banks—those 
you could wade into, 
those you had to 
row into, and those 
that had to move 
out of their build- 
ings altogether. 
There were many of 
the first and second 
classes, and quite a few of the latter. 

Columbus, Ky., a town laid out by its 
founders to be the capital of the United 
States, was under from twelve to twenty 
feet of water, which made it a little difficult 
for Cashier J. L. Sanders of the Bank of 
Columbus to carry on “business as usual.” 
He carried on the bank’s business, but not 
“as usual.” The bank was put into a satchel 
and taken around in a boat. Deposits were 
accepted and checks were cashed. At night, 
Cashier Sanders took the bank home with 
him and doubtless put it under his pillow, 
while armed guards watched outside. 

The boat, however, wasn’t the only office 
the bank had. On the second floor a little 
counter was rigged up, and here the neces- 
sary books and records were kept. Down- 
stairs, under eight or ten feet of water, was 
the vault, and in it $12,000 in silver. It hap- 


pened, however, that if there were any deep- 
sea divers in Columbus they were honest 
men, and the $12,000 was found resting 
quietly and safely when the water went 
down. 

At present, the Red Cross is engaged in 
moving the whole town from the lowlands 
up on a hill, so the Bank of Columbus may 
feel safe from another “forced liquidation.” 


ERHAPS Arkansas City was hit as hard 
by the flood as any town up and down 
the river. Although the frantic workers suc- 


The Court House was the home of the First National Bank, Lake Village, Ark. 


ceeded in holding the levees of the Missis- 
sippi, breaks occurred in the Arkansas River 
levee, about twenty miles north of Arkansas 
City, and the water sneaked up from be- 
hind. The entire town was submerged, and 
at the Desha Bank & Trust Company the 
water ran over the second floor of the three- 
story building. 

The bank and the post office were merged 
on improvised platforms, and Cashier J. H. 
Cotham and his assistants waded around in 
boots, taking care of the customers (also in 
boots) who rowed up in boats or came 
across the “board walk.” 

Most of the readers have doubtless heard 
of the Atlantic City Board Walk, but may 
not be familiar with the Arkansas City 
Board Walk. While it is no more, it served 
a good purpose during the flood, or rather 
“during the water,” as all the natives of the 
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flooded areas say. The board walk extended 
from the top of the levee over to the second- 
story porch of the Desha Bank building, 
As may be seen in the accompanying illus- 
tration (taken before the water reached its 
highest level), the board walk floated and 
was held in place by ropes and by old Fords 
anchored on a dirt bank. 

The Desha Bank & Trust Company was 
open practically all the time during the flood. 
Only the necessary work of cashing checks 
and accepting deposits and making small 
loans was carried on, however, and no bal- 
ancing was attempt- 
ed for days. The 
water was in the 
vaults, but the safe 
was kept where the 
flood could not reach 
it. 

According to Miss 
Kate Lee, she and 
another employee 
went to pick up 
some books from an 
improvised desk one 
morning and found 
a water moccasin 
lying in wait for 
them. This, she 
said, was their most 
exciting event, as 
the sight of cus- 
tomers falling into 
the water and 
splashing around the 
bank lobby became 
quite commonplace. 

URING a stroll about the middle of 

July around Arkansas City with the 
camera man to get some views of the wreck- 
age, I found a dozen or more checks and 
canceled drafts which had floated out of the 
bank and had been dropped by the water 
fully half a mile distant. But the Desha 
Bank & Trust Company has failed, anyway, 
so I suppose the loss of a few canceled 
checks and drafts is merely one of the minor 
troubles besetting the bank examiner in 
charge. 

The Desha Bank & Trust Company at 
Arkansas City, the Bank of Commerce at 
McGehee, and the Desha County Bank at 
Watson all failed shortly after the flood. 
Their closing was not due directly to the 
water, but rather to “frozen” and uncol- 
lectable paper. But it is altogether probable 
that satisfactory reorganizations would have 


Septeniber, 1927 


AMERICAN BANKERS 


ASSOCIATION JOURNAL 


149 


The Desha Bank and Trust Co. before the water reached its peak 


taken place and kept them open had it not 
been for the overflow. 

Henry Thane, long a prominent and in- 
fluential mill owner in that territory, was 
president of all three banks. On the door 
of the bank at Arkansas City, directly un- 
der the commissioner’s notice of closing, is 
a rather touching message from the former 
president : 


“T am down and out. I have suc- 
cessfully combated fires and floods. 
I am not able to combat the false ru- 
mors that have been circulated the 
past several months. I am very sorry 
—not for myself but for the deposi- 
tors and ‘my friends. Whether I can 
get on my feet again and help my 
friends, the future will tell.- I will 
do the best I can. I have struggled 
until I am compelled to give up. 
Good-bye. HENRY THANE.” 


From Arkansas City, I went to McGehee, 
using two automobiles, two boats, and walk- 
ing a mile in the hot sun to get there. 
McGehee is a pretty fair sized town, a divi- 
sion point of the Missouri Pacific. It was 
quite lucky, being submerged by only four 
or five feet of water instead of twelve or 
fifteen. 


CCORDING to C. F. Cisco, assistant 
cashier of the Citizens State Bank— 
the only bank in McGehee since the Bank 
of Commerce closed—customers came right 
up to the window in boats, while the officers 
and clerks waded around in boots behind 
the counters and stood on platforms to do 
their work. The water was in the vault, 
but they had everything of value stacked up 
on high shelves and were able to keep the 
safe from being flooded. Here, also, very 
little balancing was done, and since no mail 
was received or sent for days, there was 
little to do along the line of making and 
receiving remittances. 
At Lake Village, Ark., there are two good 
banks, the First National and the Chicot 
Trust Company, named for Lake Chicot, on 
which the town is built. R. N. McCain, 
cashier of the First National, kept his bank 
going as long as possible in its own build- 
ing, but was finally forced to move to the 
Court House, where the post office, the res- 
taurant, the barber shop, the motor trans- 
port department, and the Red Cross head- 
quarters were already housed. 
Only three days were lost out of the 
twenty-five the water covered the town. 


After the crest of the 
flood had passed, Mr. 
McCain and his force 
went back to the bank 
and did the best they 
could on the platforms 
and scaffolds built in 
the banking room. It 
was a familiar sight 
to see the cashier with 
his trousers rolled up, 
wading around attend- 
ing to his work. He 
was optimistic, how- 
ever, and friends de- 
light in telling of his 
conversation over the 
long-distance  tele- 
phone with a director who had left town 
before the water came up. Mr. McCain 
was asked how conditions were. “Getting 
better right along, Mr. ——,” he replied. 


The boardwalk to the tellers’ windows of the 
Commercial Bank, Greenville 


“The water’s only waist deep now in the 
back part of the bank.” 


HE Chicot Trust Company has a splen- 

did building on a foundation that was 
almost high enough to keep the water from 
coming in. According to D. S. Clark, the 
cashier, the customers came in skiffs to the 
bank steps and were helped into the lobby 
by an attendant. Very often their deposits 
were accepted and checks cashed without 
their leaving the boats. The water didn’t 
bother very much inside the bank except 
when a launch would go by out in front. 
There was a_ very 
strong current rushing 
up the side street and 
the boats would put 
on full speed as they 
approached, in order 
to make the turn prop- 
erly. The waves thus 
created rushed in at 
the front door of the 
Chicot Trust Com- 
pany and kept some 
one busy with a broom 
sweeping the water 
out. 

Realizing how fort- 
nate the bank was in 
being above the flood 
level, Cashier Clark 


telephoned the business men of Lake Village 
inviting them to bring their books and other 
valuable property for free storage in the rear 
of the lobby. The offer was not restricted 
to customers, and the Chicot Trust Company 
doubtless made numerous friends by this 
thoughtful service. 

In Lake Village the mail was cut off and 
there were no cash letters received or mailed 
from April 26 to May 11. During the 
same period there were no clearings and 
very little posting or balancing. The banks 
kept open only a few hours each day to 
take care of the people who needed their 
services. 


REENVILLE, Miss., was the largest 

town hit by the flood. While the water 
was not so deep as in Arkansas City, it was 
deep enough to cause much damage and 
practically stop business—except the banks. 
They were closed but one day. 

For a time the people of Greenville did 
not know whether they were going to be 
flooded or not, but they prepared for the 
worst. It came. Two breaks in the Mis- 
sissippi River levee above the town soon 
brought the muddy water down upon them, 
and before long the prosperous city of 15,- 
000 was turned into an American Venice. 

Cashier A. M. Lyell of the Commercial 
Bank, Greenville, tells of how he went home 
the night before the levee broke, drove his 
car up on the front porch, and went to bed. 
During the night the siren blew, telling the 
inhabitants the horrible news that the water 
was on its way. 

“The next morning,” related Mr. Lyell, 
“T walked down the street to see a man 
about going out and saving some mules on 
my farm from drowning. The flood was 
just coming in, so I wore my boots. By 
the time I finished talking, the water was 
so deep that I had to hire a man in a boat 
to take me back home—a distance of 300 
feet.” 

When he got home, Cashier Lyell had 
to remain for a day or two, for he owned 
no boat and had no way of getting to the 
bank. “I was simply marooned,” he said. 
“People who had boats were altogether too 
busy saving lives to bother about anybody 
who was already in a place of safety. Men 
in launches were going by all the time, but 
if I had called from my potch they would 
have looked at me as though I was crazy 
and gone on.” 

The First National Bank of Greenville 

(Continued on page 210) 


The Greenville Bank & Trust Co., an important navigation center 
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The Diary of a Country Banker 


He Has His Trials and Tribulations, but He Also Has Joys and 
the Satisfaction of Having Protected His Clients and His Com- 
munity. How a Widow Was Saved from an Old Age of 
Need. An Improvident Show Man. A Tricky Bond Broker. 


APRIL 20 


ESTERDAY a woman called at 
the bank greatly peeved because a 
service charge of fifty cents had 
been made against her account for 
the want of an average daily balance of $50 
for the month. She was greatly chagrined 
at “the conduct of the bank in making this 
charge,” so the cashier sent for her ledger 
sheet and discovered that she was over- 
drawn $5.50. Before she left she discovered 
what it was all about. 
Complaints against the service charge are 
few—in fact, we rarely have one. 


APRIL 21 


Our vice-president visited one of our farm 
customers yesterday, and after talking with 
him a few minutes: drove back to the city. 
He had scarcely got in the bank when a 
telephone message informed him that a few 
minutes after he left the place a crazy man 
appeared with a shotgun, killed our cus- 
tomer and another man working with him, 
and wounded two others, dropping them all 
in their tracks one after another. We are 
glad our vice-president left in time. He 
is six feet four and a good mark for a 
shotgun. 

APRIL 22 

UR Banking Department, no doubt, is 

as efficient as the Banking Department 

in any state in the Union. It ought to be 

more efficient for the reason that the bank- 

ers, as a rule, are very critical of it. Every 

time a bank fails, the solvent banks must 

pay the losses to the depositors of the failed 

bank. As a result, there is more or less 

constant irritation between the department 

and those bankers who resent paying un- 
necessary losses. 

Today I mailed the Banking Department 
a long letter recommending examining dis- 
tricts with a permanent examiner in charge 
of each, with an office and assistant, mak- 
ing it possible to establish a permanent 
credit bureau in each district. We offered 
to furnish the office, assistant and station- 
ery if the department would give it a trial. 
It is the only system that seems to offer 
hope for relief from failures. 


APRIL 23 


About two years ago we had an account 
in the name of Mrs. J. D. Small, the ac- 
count averaging over $1,000. Mrs. Small’s 
husband succeeded in forging a check on his 
wife for $500, which was paid by us. We 
were reimbursed by the insurance company, 
who had the gentleman sentenced to one 
year in the county jail. He has served his 
time, and today he wrote us the following 
letter : 


To whom it may. concern: 
to say to you in this letter. 


I have few words 
That I would like 


to know why you had me arrested on that 
check. I told you frankly beforehand that 
the money was mine. Anyway, if you would 
come to me like real men the matter could be 
settled without all this disgrace. I call this 
a rotten deal where a wife gets a man’s money 
and then sent him to prison. This was not 
very smart act from you. I have worked in 
banks and have met this matter before but we 
did not have the man arrested and everything 
came out all right. This is a narrowminded 
peoples work. What we need in this world 
is more broadminded people. This letter is to 
tell you that I am severely hurt by your act. 
With best wishes, 
Jimmy. 


APRIL 25 


|e the spring of 1925 we financed a show- 
man for a few thousand dollars to en- 
able him to conduct his business throughout 
the season. He 
operates a travel- 
ing tent show. 
The season was 
not adapted to 


When told there 
was a charge of 

___ fifty cents she ob- 
jected very seriously 


his business and he closed with a deficit. 

The following year when the season 
opened he found himself again needing 
funds. It was a case of closing him out 
or lending him a couple of thousand more, 
which we did. He closed the season with 
the usual deficit and we had to take security 
for the first time as best we could. He 
owned a block of ground on which was 
located his store room. He also had a pretty 
good show outfit, consisting of tents, chairs, 
folding seats, a fleet of trucks, costumes 
and other paraphernalia. He gave us a deed 
to the real estate and a bill of sale to his 
complete outfit. 

This spring he appealed to us again for 
funds. A rather peculiar question arose in 
regard to our method of financing him. It 
appeared that he was not capable of being 
his own financial manager, and we contem- 
plated sending a financial agent out with him 
representing the bank and looking after our 
interests in general, leaving the property in 
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our name but operating the show in his 
name. We discovered that was impractical 
for the reason that we might by such action 
assume certain public liabilities. We there- 
fore sold him the outfit on a conditional 
sales contract. With this contract on record 
the bank could not be held for accidents 
or any other liabilities to the public. 

This was one case where having security 
might have proved a great deal worse than 
a complete loss on the loan. 


APRIL 2% 


We had our second or: third complaint 
during the year today on our service charge. 
Mrs. Black, whose husband carries a fair 
balance with us, called a month ago and 
asked for a loan of $25 for thirty days. 
This morning she came in to pay the note, 
She was informed that there was a service 
charge of fifty cents on small loans of this 
character. She seemed to have figured out 
the interest in advance, and when told there 


‘ was a charge of fifty cents she objected 


very seriously to what she considered an 
excessive charge. The assistant cashier was 
unable to satisfy her, and she left. 

An hour later she returned and informed 
us she had taken the matter up with her 
attorney, and he had informed her that we 
had no legal or moral right to make such 
a charge. We insisted that we were en- 
titled to the fifty cents on the ground that 
that wouldn’t even pay for the time and 
labor necessary in making this small loan. 
After taking up an hour of the assistant 
cashier’s time, she paid the loan, but in- 
formed us that she would have her husband 
withdraw his balance at once. We antici- 
pated another session with the husband, but 
nine times out of ten we convince our cus- 
tomers that these small service charges are 
justified. 

APRIL 27 


FARMER client of the bank became 
quite enthusiastic over trading his 1000 
acres of Colorado wheat land for 200 acres 
of corn land in a neighboring state. He 
laid the trade before us today, and I saw 
at a glance he would be assuming a large 
mortgage debt on the corn land, which was 
priced to him at about $250 an acre, and in 
addition would still be liable for the $6,500 
mortgage on his unimproved wheat land. 
I asked him if he wanted to pay $250 an 
acre for that farm in another state when 
he could buy the Jim Smith farm near his 
home for $200 an acre. He knew the Smith 
land to be worth more than the farm in 
question, but this fact was obscured by his 
great desire to get rid of his Colorado wheat 
land, which was a heavy tax on him. 
I pointed out that the proposed deal meant 
obligating himself to pay $50 too much for 
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the corn land and mak- 
ing the owner a present 
of his Colorado land in 
addition This argu- 
ment spoiled the trade 
and, in my judgment, 
saved our client a life- 
time of debt and $5,000 
in casi to be paid in 
the trade. The land 
salesman who was try- 
ing to put the deal 
across was chagrined, 
but we were represent- 


ing our client and gave him the best advice 
we could, which he had the good sense to 
act favorably upon. 

We refuse to take a profit out of trades 
of this sort for the reason that we want 
to be free to render an unbiased service to 
our customers, which would be impossible 
if we had a profit coming out of the trans- 
action. 


APRIL 28 


Yesterday we spoiled a land trade and 
today we had another to consider before 
lunch, involving a $50,000 farm. Again our 
advice was against the trade. Our client 
would have been as badly trimmed as would 
our other client on the proposed deal yes- 
terday. 

The interesting phase of today’s deal lay 
in the fact that a banker from a neighbor- 
ing state accompanied the real estate agent. 
I afterward learned that they were both 
greatly surprised when I did not try to hold 
them up for a commission in advance, but, 
instead recommended our client not to make 
the exchange. 

This action was so sudden they were both 
taken by surprise and the banker was great- 
ly irritated. Before he could control him- 
self he told me my actions were very fool- 
ish and, in order to emphasize it, took me 
aside to explain his position. 


“Why,” he said, “we are to get a big fee “ 


out of this and here you have spoiled the 
deal. We are willing to split the fee in 
three parts if you will help us put it across, 


and the fee is no small matter, $5,000.” 

I looked interested at his suggestion, 
and he ran on rather enthusiastically, 
thinking he had me coming his way. 

“Why,” said this jerkwater, shyster bank- 
er, “I had a deal just like this come up in 
my bank the other day, and I took the real 
estate agent aside and told him if he didn’t 
give me $1,000 I wouldn’t permit the deal 
to go through, and he had to pay me the 
$1,000, too, because a word from me to my 
customer would have spoiled the deal, and 
he knew it for the reason that I was going 
to lend the customer the cash money that 
he required.” 

When I told him that I was not engaged 
in the real estate business, but the banking 
business, and that any fees we took were 
legitimate and not secret, and were not of 
the character he was proposing to take, he 
again flew into a temper over my alleged 
lack of common sense. I dismissed him and 
the real estate agent from the office. When 
they were gone I threw up all the windows 
and opened the door for fresh air, and won- 
dered how such a man could get into the 
banking business and stay in. 

When I told my farmer client I lost 
$1,666 by not recommending his trade, he 
realized how narrowly he had escaped being 
fleeced out of a lifetime’s savings. 


APRIL 29 


T last the Barbarys are signed up and 
part of the agony is over for six 
months. We have spent days debating the 
subject with the father and father-in-law. 
No telling what it will cost us in the end, 
but we have made up our minds to die hard. 


APRIL 30 

We had to turn down today 
one of the most enthusiastic 
machinery buyers that we have 
among the customers of our 
bank. This time he wanted to 
buy a tractor and borrow the 
money to pay for it. He pre- 
sented a great argument in 
favor of the tractor and thought 
he had justified his need of it. 
When the vice-president told 
him that an additional team of 
horses would serve him ade- 


I dismissed him and the real estate agent from the office 


quately, and he would have $750 less debt, 
he went away disgusted with us, declaring 
that we lacked vision and understanding. 

We believe in tractors where tractors are 
needed, but this client has an excessive de- 
sire to buy machinery and borrow the money 
to pay for it, and through gratification in 
the past of this desire he is still a very poor 
man at the age of forty. 

The dealer was also a client of the bank, 
and he called later and mildly threatened 
to move his account if we did not quit 
“spoiling sales” for him. I reminded him 
that he was making a mistake to sell his 
wares to men who did not need them. Our 
desire was to keep the farmer client and 
the dealer and ourselves solvent so that the 
farmer could buy needed machinery and also 
pay his notes at the bank when they mature. 
They both finally acquiesced in our position, 
as, of course, they had no other alternative. 


MAY 2 


Three years ago our show man was driv- 
ing a Cadillac coupé. He felt that he 
needed it in the conduct of his business. 
He used to ride in special coaches on the 
railroad. We were financing him. Later on 
I learned that he was not satisfied with a 
Cadillac coupé, due to the fact that an auto- 
mobile dealer, a client of ours, had con- 
vinced him that he should ride in a Lincoln. 
I learned of these facts and called our auto- 
mobile dealer in and warned him not to 
make the sale; that our client could not 
afford to buy the car as he already owed 
more than he probably would ever be able 
to pay. This was confidential information, 
of course, but the dealer had a right to 
know about it, as they were both our cus- 
tomers. The sale of the Lincoln coupé was 
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made regardless of our protest. A year later 
the dealer had to take back the car, leaving 
our show man heavily in debt to him for 
the depreciation and for trucks that he had 
purchased for his business. 

Now, after we have coddled our show man 
along for two more years to aid him in get- 
ting on his feet, our automobile client com- 
plains because we have all the collateral 
the show man has. 

It does not pay to sell goods to men who 
cannot pay for them. 


MAY 3 


Ww had an application today from Mr. 
Laud for a loan to start a new bus 
line. He had his buses selected and his 
arrangements made. 
All he needed was a 
few paltry dollars 
from the bank to 
make the first pay- 
ment on the buses. 

We refused the 
Joan upon the ground 
that a new bus line 
was not needed, and, 
because he started a 
bus line two years 
ago when it was not 
needed and sold out 
to his competitor at 
a profit. We sus- 
pected his motives. 
We believed he was 
going into the busi- 
ness to be bought 
out again and not to 
fill a public need. 
We resented his at- 
tempt to use our 
bank in his holdup 
scheme. We invari- 
ably withhold credit 
where it is to be 
used in an unethical 
manner. 

The bus manufac- 
turers, of course, 
wanted to make: the 
sale, but, had their 
management contem- 
plated the difficulty that would have fol- 
lowed the operation of an additional bus 
line, they certainly would not have approved 
of the sale to this party. It is a pretty 
safe rule for a manufacturer to stay out 
when adequate local capital is not readily 
obtainable for initial payments. 

MAY 4 

Today I had a heart-to-heart talk with old 
Mrs. Blom. Her husband left her vwery 
comfortably provided for, with good invest- 
ments and a valuable farm home. As soon 
as he died a worthless son coaxed her to sell 
their fine farm home, as he thought it would 
be much more profitable to invest the money 
in the Dangley Oil & Service Company, 
which paid a monthly dividend. She fol- 
lowed his advice. The next move he made 
was to induce her to sell a block of mu- 
nicipal and government bonds and invest 
the proceeds in a highly speculative busi- 
ness that was paying big dividends at the 
time. 

She was not a customer of our bank, but 
she had a friend who was, and this friend 
alarmed her and caused her to call on me 
for advice. After listening to her story 


I told her I did not want to reflect upon 
the character of her investments ; that many 
sound business men thought such invest- 
ments proper for them, but one of the rules 
of our bank was never to invest the money 
of widows and orphans and other trust funds 
in anything other than the safest securities 
obtainable, such as government bonds, state 
and municipal bonds, and first farm mort- 
gages on lands that were well known to us. 
I told her that every single step she had 
taken, in my judgment, was a mistake. I 
told her she never should have risked her 
living by investing her money in speculative 
stocks and securities, no matter how much 
dividends they paid. 


He told her another heart rending story about the little homeless ones 


As a result of our interview she ordered 
me to sell her speculative securities and buy 
government and municipal bonds and first 
farm mortgages bearing anywhere from 4 
per cent to 5 per cent, which I did, and we 
now have her little fortune invested in these 
securities safely locked up in our vaults, 
from which she will get a cash credit in 
her checking account regularly. Her small 
capital is no longer at the mercy of a fool- 
ish son. The saving of this helpless old 
woman from poverty brings a comfortable 
afterglow and makes the business of bank- 
ing worth while after all. 


MAY 5 

SOLICITOR from a children’s home 
has just left me. I have been a regu- 

lar contributor, but the solicitor wanted me 
to double my subscription. In his zeal, he 
told me how a poor, aged woman, working 
in a truck garden, had given him a “fine 
donation.” He described her bent back and 
rheumatic fingers and the desolate aspect of 
her truck garden burnt up by the dry 
weather. His description was so pathetic 


he all but moved me to tears. He recounted 
how she had refused at first, just like I had, 
because her crops were burned up, but when 
he told her another heart-rending story 
about the little homeless ones, she gave jp 
and wrote him the check for just double 
the amount I had given him. He told her 
God would bless her with bountiful crops 
because of her generous gift. 

I had gotten so sorry for the old lady 
by this time I “blew up,” so to speak, and 
told him he ought to be ashamed of him- 
self jumping on an old woman whose crops 
were burned up, and forcing her through his 
heart-rending stories to give until it im- 
poverished her. The idea of telling her 
God would bless her 
if she gave by 
bringing her bounti- 
ful crops, when 
everything before 
her eyes was burned 
up for the want of 
rain, was nothing 
short of an outrage. 
God isn’t in the 
truck - gardening 
business. His busi- 
ness, so far as the 
gardener can see, is 
to make rain, sun- 
shine and soil ac- 
cording to law. The 
idea of making God 
his ally in such an 
unholy business as 
robbing _ widows 
lacked merit. 

It was funny to 
see solicitor’s 
face. He told me 
I was shooting him 
full of holes, but I 
noticed that my 
check salved him, so 
he went away un- 
hurt. 

It is interesting to 
observe how solici- 
tors for any cause 
whatsoever _ will 
thoughtlessly fleece the defenseless by forc- 
ing them to contribute through moral sua- 
sion more than they can afford to pay. 


MAY 6 


Fhe Committee of Five has just left me 
with a subscription to a reasonably worthy 
enterprise. When they came in I glad- 
handed them all around, and they warned 
me that I would not be so happy to see them 
when I found out what they wanted. They 
had scarcely stated their case when I drew 
out from my desk a check book and wrote 
them a check for a little bit more than the 
amount requested. 

As I handed the check to them I thanked 
them for the courtesy they paid me in per- 
mitting me to contribute to their worthy 
enterprise, and I also thanked them for the 
sacrifice of their time in the interest of the 
public welfare in going around gathering 
these funds. 

They went away feeling quite happy, and 
I have no doubt they discussed among them- 
selves the pleasant reception they received 
and contrasted it with the sour countenances 

(Continued on page 214) 
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The Hazards a Fiduciary Runs 


By H. L. STANDEVEN 


Vice President, Exchange Trust Company, Tulsa, Oklahoma 


There Is Hardly Any Class of Fiduciary Business Handled By a 
Trust Company That Is Not Filled With All Kinds of Potential 
Liability. However, Many Legal Pitfalls Can Be Avoided By 
Them If Every Necessary Precaution is Taken in Each Case. 


S active trust company officers han- 
dling fiduciary business we live in 
a world that is surrounded by an 
atmosphere of potential liabilities. 
There is hardly any class of fiduciary busi- 
ness handled by a trust company that is not 
filled with all kinds of liabilities. Experi- 
ence has taught us that even the simplest 
and apparently the safest trust to administer 
has hidden possibilities that may not come 
to the surface for many years, and it be- 
hooves trust officers to anticipate and elimi- 
nate as far as possible these potential liabili- 
ties that may bob’ up in the future and be 
costly, expensive, and embarrassing. 

A great many trusts come to us by will 
that we would never accept if tendered in 
the form of a living trust. A trust com- 
pany feels a great responsibility when a 
testator has placed full confidence in the 
company and has named it as executor and 
trustee under his will. This will may have 
been drawn by a lawyer who has the best 
of intentions but who does not realize the 
possible liabilities that the trust company 
assumes when it endeavors to administer the 
will or the trust according to the terms 
thereof. Whenever it is possible, it is wise 
for a trust officer to suggest the operative 
clauses of a will or a trust to the lawyer 
drawing the trust, so as to avoid as much 
as possible the difficulties that might arise 
in later years in carrying out the intention 
of the testator or donor. Many times the 
insertion of a small word, a phrase or 
clause will make practical a clause in a will 
or trust that otherwise might cause consid- 
erable embarrassment to the trust company 
in administering it, or cause some liability 
on the part of the trustee if it attempted 
to carry out the terms of the trust accord- 
ing to the letter in which it is written. 


Limited in Investments 


gpd states provide by statute the kind 
of investments that trustees may make 
with trust funds. If other than statutory 
investments are desired in a trust, it should 
be specifically stated in the instrument cre- 
ating the trust. If the testator or donor 
desires certain investments that he holds or 
owns transferred to the trustee to be held 
in trust, a clause should be inserted in the 
will or declaration of trust specifically au- 
thorizing the trustee to retain in the trust 
such investments as come to the trustee, 
whether they are legal for trust investments 
or not in the state in which the trust is 
located. A trustee would be liable for con- 
tinuing investments received by it if they 


were not such investments as were author- 
ized by the statute. 

The question of how the trustee shall de- 
termine what constitutes principal and what 
constitutes income of a trust is fraught with 
great potential liabilities. This question 
alone has caused many a trust officer great 
concern, as the decisions of the courts of 
the country are not uniform regarding the 
liability of trustees on this subject. Some 
of the courts have held that stock dividends 
become a part of the principal of the trust 
estate and should be held for the remainder- 
man. This is generally known as the “Massa- 
chusetts Rule,” and has recently been fol- 
lowed by the Supreme Court of Missouri. 
Other courts have held that stock dividends 
are considered income and should be dis- 
tributed to the life tenant of the trust, 
and many a trust company has distributed 
stock dividends as income. 


Periljin Stock Dividends 


HEREVER this has happened the 

trustee has a potential liability that 
some day the Supreme Court of his state may 
decide that stock dividends are a part of the 
principal of the trust estate and should not 
have been distributed as income. Then the 
trustee will become liable to the remainder- 
man for the amount of dividends so distrib- 
uted as income. 

In the oil-producing states the question 
of whether or not oil runs or royalties are 
principal or income is one of great impor- 
tance. The courts have not yet definitely 
decided this question. Many trust estates 
have been created, both by law and declara- 
tion of trust, conveying to a trust certain 
lands in fee upon which oil and gas leases 
are outstanding. The development of oil 
and gas on these properties immediately 
raises the question as to whether or not the 
life tenant of the trust is entitled to all of 
the royalty as income or whether the royalty 
received becomes a part of the principal and 
should be invested as such, the life tenant 
to receive only the interest or income on 
the invested funds. It is very important 
that a trustee should be absolutely sure of 
its position in making distribution under a 
trusteeship involving oil and gas production. 
There is now pending in Oklahoma a suit 
of this kind involving several hundred thou- 
sand dollars. Had the trustee distributed 
these royolties as income to the life tenant 
there would have been a great potential lia- 
bility to the trustee. 

The safest course for a trust officer to 
pursue whenever a doubt arises as to what 
constitutes income and what constitutes prin- 
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cipal is to take the case to the courts and 
have the court declare in a proper proceed- 
ing what is income and what is principal 
of a trust estate. : 
One of the first questions that shoul 
engage the attention of the trust officer 
is to determine, if possible, whether or not 
the trust estate has been legally created. 
Many a trust is in operation today that will 
be declared illegal or unlawful for the rea- 
son that some jurisdictional fact or question 
has not been complied with. The acts of 
the trustee in such cases are wholly 
without authority and void, and the trustee 
will be liable to the owners of the property 
for all of its acts and all of the funds dis- 
bursed by it during its trusteeship. 


Is the Trust Legally Created ? 


i instances of this kind may be re- 
lated: A court trust, created by a court 
that does not have jurisdiction to create a 
trust. I have in mind the creation of a 
trust by a probate court. This court usually 
does not have such jurisdiction and cannot 
create a trust by decree of court. 

In some cases even a district court or 
a court of equity would have no right to 
declare a trust and to declare the terms 
thereof if the court did not have proper 
jurisdiction of ‘the person, or proper juris- 
diction of the trust made. I have in 
mind a decree of court that has acquired 
funds for minors. In divorce actions or in 
damage suits where funds are made available 
for minors, the court will decree how those 
funds are to be handled, when, as a matter 
of fact, the proper court for this class of 
cases is the probate court, in the nature of 
a guardianship. The guardian usually has 
a full and complete control of the property 
of a minor during his or her minority. 

In this regard another case would be a 
trust created by a donor for the benefit of 
minor children where the trustee pays out 
the money in the trust directly to the chil- 
dren or for their benefit without interven- 
tion of a guardian. In many states, and 
particularly in Oklahoma, the Supreme 
Court has held that a trustee has no au- 
thority to pay out this money directly to the 
minors or for their benefit, but it must be 
paid to a guardian, and the guardian will 
disburse the funds for the benefit of the 
minors. In the event that the trustee should 
make these payments directly, under our 
law the trustee could be surcharged for the 
amount of payments so made. This is a very 
dangerous potential liability and should be 
very carefully handled by the trustee. 
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Another case would be where a trust was 
created of community property in states 
where the community law is in force, by 
a donor without his wife joining in the 
conveyance. This kind of a trust would be 
absolutely void and would subject the trustee 
to serious liability should he make disburse- 
ment of the funds under this kind of a 
trust. 


Danger in Over-Issues 


— field of transfer agent and regis- 
trar in trust company service is sub- 
ject to great potential liabilities, and those 
companies who accept appointments as trans- 
fer agent and registrar should have a com- 
petent man in charge to avoid the liabilities 
that will daily confront a department of 
this kind. 

A few of the outstanding possibilities of 
liability are as follows: 

Certifying an over-issue of stock. 

Making a transfer of a forged assignment 
of stock. 

Permitting a transfer of stock to be made 
by an unauthorized person. 

Permitting transfers to be made by ex- 
ecutors, administrators, guardians, trustees, 
agents, minors and incompetents without 
proper authority of law. 

Making transfers of stock for persons 
who have lost their original certificates. 

Permitting transfers to be made by cor- 
porations, common law trusteeships, and the 
hundred and one other intricate questions 
that must be considered in the handling of 
this class of business. 


Handling of Insolvent Estates 


GREAT many estates that come to a 

trust company appear solvent at the 
time they are received. Many of these es- 
tates afterward prove to be insolvent. The 
executor or administrator takes a large risk 
if he makes a partial distribution of an 
estate that afterward proves insolvent. 

Many times contingent liabilities arise that 
make an otherwise solvent estate insolvent. 
I have in mind an estate of a very good 
business man. At the time of his death 
his estate was considered for all practical 
purposes solvent, and it was thought that 
there would be a large amount of property 
distributed to his widow and heirs. During 
the course of administration a suit was filed 
against the executor upon a guaranty made 
by the testator during his lifetime. This 
suit finally resulted in a judgment which 
wiped out all of the assets of the estate 
and there were no funds with which to 
make distribution to the widow or heirs. 
A request had been made for a partial dis- 
tribution of this estate before this claim 
appeared. No one had any knowledge what- 
ever of this outstanding guaranty. If dis- 
tribution had been made the trust company 
would have been liable for every dollar it 
had disbursed, and the creditors would have 
insisted upon the trustee making restoration 
to the estate. 

In an insolvent estate the widow’s allow- 
ance is limited to a period of one year from 
the date of the death of the testator. If 
this payment is continued longer than that 
period by the executor or administrator, a 
liability will exist and the executor or ad- 
ministrator can be surcharged for the 
amount so distributed. 


Watch Statute of Limitations 


| ies many states a claim barred by the stat- 
ute of limitations cannot be allowed by 
the executor or administrator, and if such 
a claim is allowed and paid, the executor 
or administrator is personally liable for the 
amount so distributed. 

It is also the duty of the executor or 
administrator to make a diligent effort to 
collect the accounts due the estate and not 
allow the statutes of limitations to run 
against the accounts or notes held by the 
estate. If the executor or administrator 
permits a good note or account receivable to 
be barred by the statute of limitations, and 
if it could be proved that the account or 
note might have been collected by proper 
suit, such executor or administrator would 
be guilty of negligence and would probably 
be liable to the estate for its negligence and 
failure to protect the estate’s interest in 
this regard. 


Escrows Not So Simple 


v seems a very simple matter to handle 
an escrow and relieve the trust company 
of liability in the handling of these trans- 
actions. However, the Supreme Court re- 
ports are full of cases in which the escrow 
holders have been held liable for the wrong 
ful delivery or the failure to deliver the 
papers to the proper party under the escrow 
agreement. Those of us who do not handle 
escrows frequently should be very careful 
in accepting escrows which place the re- 
sponsibility upon the trust company to de- 
termine when the payment shall be made 
under the agreement. Usually escrows are 
prepared in an attorney’s office by the in- 
terested parties, and they only have their 
own interest at heart. They are not looking 
out for the interest of the escrow holder 
or trust company, and they are prone to 
overlook the possibility of the trust com- 
pany becoming liable under the escrow 
agreement. 

It is, therefore, the duty of the trust 
officer before accepting an escrow to insist 
upon the contract being so written that the 
duties of the escrow holder are specifically 
set forth, and the manner in which he is 
to be released from the escrow specifically 
stated. Usually the fees in these cases are 
very small, another important reason for 
being careful in the handling of this line 
of business. 


Succeeding Trustees 


NOTHER danger spot in fiduciary ser- 
vice is the liability of a succeeding 
trustee. In a recent case in the state of 
Massachusetts the succeeding trustee was 
held liable for a security that it received 
from the former trustee, for the reason that 
the succeeding trustee had not appraised the 
property at the time the security was re- 
ceived, and therefore the court held that 
the succeeding trustee was negligent in not 
endeavoring to collect the debt at the time 
it received the security from the first trustee. 
If any company is acting as a succeeding 
trustee, it should immediately have all the 
securities received from the former trustee 
appraised and analyzed very carefully, and 
those that are not properly secured should 
be collected as soon as possible. 
The fact that the security was ample when 


it was taken by the original trustee does 
not relieve the succeeding trustee from the 
responsibility. 

A trustee is charged with the responsi. 
bility of protecting the assets of a trust 


-estate with such insurance as an ordinary 


and prudent man would carry uncer like 
circumstances. If a trustee fails in this 
duty and allows property to be destroyed 
by fire, tornado or other causes, that should 
have been protected by the proper amount 
of insurance, there is no question hut that 
his company as executor or trustee would 
be liable to the beneficiary for nevligence 
in not carrying a sufficient amount of in- 
surance to protect the trust property from 
these hazards. 

It would be dangerous for a trust officer 
to allow insurance policies to expire and not 
have them properly renewed while the prop- 
erty still remained in trust. 


Exercising Valuable Rights 


HE failure to buy, sell, or take advan- 

tage of the option of rights issued to 
stockholders of many corporations would 
subject an executor or trustee to liability 
if his negligence had caused a loss to the 
estate or trust. Also the failure of a trustee 
to collect the principal of bonds that have 
been called might subject the trustee to a 
liability for the loss of interest if he failed 
to have the bonds redeemed and to reinvest 
the principal in interest-bearing securities. 
A close watch must always be maintained 
of rights that accrue to stock held in an 
estate or trust and of the possibility of 
having the bonds held in the trust called 
under the terms of indenture. 

Great care should be exercised by a trustee 
in the transfer of real or personal property. 
The trustee should never execute a general 
warranty either in a deed or bill of sale. 
If a warranty is required, a special warranty 
should be prepared listing the warranty 
to the trust estate and specifically exempt- 
ing the trustee individually from liability and 
responsibility as a warrantor or guarantor. 
In a certain case had a trust officer exe- 
cuted a general warranty it might have cost 
his company thousands of dollars, but he 
took the precaution to specifically restrict 
the warranty deed so that the trustee was 
not personally liable on the warranty. 


Loaded With Dynamite 


Eon subject of taxation is a bombshell 
loaded with potential liabilities. There 
is no question trust officers approach which 
may cause them more trouble than the 
proper or improper payment of taxes in 
a trust estate. The general rule is that 
it is the duty of a trustee to pay taxes 
on trust assets. In most jurisdictions and 
as a general proposition, if the trustee fails 
to pay taxes on the assets held in trust 
he is personally liable for the taxes which 
he has failed to pay. This applies particu- 
larly to ad valorem taxes on trust assets; 
it also applies, as a general proposition, on 
the payment of income taxes to the state 
and Federal governments, and if an execu- 
tor or administrator closes an estate without 
making proper accounting to the state or 
Federal government on inheritance taxes, 
it is just too bad. 

I know of no way of avoiding a liability 
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How Banks Can Get Rid of the 


Unsatistactory Account 


The Check Kiters, Chronic Over-Drawers and Worthless Check 
Depositors Are Spotted by the Banks in One of the Large Eastern 
Cities. Card System in Colors Warns All Banks of Customers 
Example of Cooperation. 


Who Have Proved Undesirable. 


HE struggle of the banker today in 
attempting to solve the unprofitable 
account question has presented many 
problems to him from various angles. 

He has particularly worked on this im- 
portant question from the premise that the 
public must not be made to feel that the 
service charge is a profit charge. 

As a result, in a number of cities through- 
out the country, such as New Orleans, St. 
Louis, Columbus, Ohio, and Washington, 
D. C., the bankers, as a unit, have cooper- 
ated on this very important question and at- 
tempted to first educate the public into the 
reasons why charges should be mad« against 
unprofitable accounts. 

But in all of the cities have the bankers 
given the same thought to what is termed 
the unsatisfactory account? 


The Unsatisfactory Account 


HAT is an unsatisfactory account, as 
distinguished from an unprofitable ac- 
count ? 

It is an unprofitable account and more. It 
is really that account which a customer car- 
ries with his bank where he may attempt 
to draw often against uncollected checks, 
cause frequent overdrafts—if the bank 
should allow it—and try kiting; in fact, 
resorting to every known practice of get- 
ting checks cashed with either no funds or 
insufficient funds on deposit. 

It is undoubtedly true that many banks 
have their own individual systems to meet 
this particular problem. Some method may 
be through letter writing, another through 
interview, the purpose being to give the cus- 
tomer every opportunity to correct the error 
of his ways. 

The banker is dealing, however, with a 
different person in most instances than the 
one who maintains an unprofitable account. 

The majority of the people in banks who 
maintain unprofitable accounts have no in- 
tention of causing the banks losses. The 
experiences of institutions, which have in- 
troduced the service charge after preparing 
the way by making a careful study of the 
various angles, have found that a very small 
number do not believe in the justice of the 
charge. It is safe to state, however, that 
between 10 and 15 per cent of a bank’s 
checking customers do not wish to be 
charged and will take their accounts to non- 
charging banks. Many of these, however, 
will admit that the banks are perfectly jus- 
tified in exacting a charge. 

But in the very unsatisfactory account 
the banker has certain distinct types of 
Persons with whom to deal. 


A Danger Signal 


APROTECTIVE plan 
whereby all of the 
banks in a city may be 
warned of customers, who 
have proved to be unsatis- 
factory in their dealings 
with other institutions, has 
been successfully introduced 
in an eastern city of 500,000 
population. By means of a 
system of colored cards, 
each bank is put on record 
so it can guard against ac- 
cepting business that may 
bring future trouble and 
embarrassment. The plan 
is outlined here by a banker, 
who is familiar with its 
operations. 


First, there is the honest man or woman, 
whose education or business sense cannot 
grasp why the bank will not constantly allow 
overdrafts and why uncollected checks are 
not good checks at once. There is, how- 
ever, hope for these through education, as 
it is believed that they can be made to learn 
how to maintain a checking account. 


“Working” the Bank 


HEN banks have dealings with the hon- 

est person, who is perfectly good for his 
overdrafts, his intentional errors on checks, 
but who thinks a bank exists as a more or 
less charitable institution and should be con- 
ducted accordingly. 

Then again the banks have the type of 
customer who maintains an account for the 
very purpose of using it wittingly to resort 
to sharp purposes—that is, to make over- 
drafts knowingly, deposit worthless checks 
and drawing against them if possible. 

In the last class are keen-minded persons, 
alert to the possibilities of “working” the 
banks. Innumerable cases of check kiting 
can be described. It is doubtful if there are 
any banks that have not had to deal with 
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the so-called kiting customer. This prac- 
tice has led to many thousands of dollars 
in checks changing hands between the pub- 
lic and banks. 

In this last class, of course, is included 
the professional crook, who attempts to 
maintain a bank account with intent to de- 
fraud. The American Bankers Association 
has on file innumerable cases where accounts 
have been carried by well-known criminals. 


Getting Rid of Them 


F one asks any banker what to do with 

these unsatisfactory accounts, he will im- 
mediately answer, “Get rid of them,” but 
this cannot be done by words alone. It is 
only possible through a thorough study of 
the bank’s records, the adoption of a definite 
policy, and the putting into force of a real 
plan of action. Even then it will have no 
real cure for the unsatisfactory account. 
They are like the cases before the courts, 
as soon as one is disposed of another is on 
the calendar ready to be tried. 

The system, however, like the law, will 
tend to reduce the number to a minimum. 

What is a feasible plan to be adopted for 
dealing with this type of account? 

To begin with, the banker must realize 
that he cannot be haphazard in this plan 
and think that, just because the account is 
unsatisfactory, wiping it off his books is all 
that is necessary. 

The different classes described require 
study, because in the honest class there may 
be some good customers and there is hope 
in converting them. There are none in the 
dishonest class, and it is natural that the 
quicker the banks eliminate these accounts 
for good, the better will be the result. 

An official of the bank should be placed 
in charge of this work. He should assem- 
ble the staff of the banking department and 
outline the methods to be followed, making 
it clear to the tellers, bookkeepers and indi- 
viduals in charge of opening new accounts 
to be on the alert, not monthly but daily with 
respect to this work. 

The bookkeepers should notify the head 
bookkeeper of the unsatisfactory accounts. 
The Analytical Department will often catch 
them in time, but their work would not 
cover all of these accounts, except periodi- 
cally. As a result, a daily list, if neces- 
sary, of all such accounts should be sent to 
the official in charge. 

When such a list is received immediate 
action must be taken and the bank’s Central 
File, if one is available, should be used to 
ascertain whether the customer has dealings 

(Continued on page 208) 
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Why Bankers Should Talk More 
About Their Troubles 


By JAMES H. COLLINS 


Why the Banker “Steps In” Is a Far Different Story From What 
the Public Hears. The Bogey of “Banking Control” Exists 
Only Because The Taciturn Banker Does Not Give An Insight 
Into His Business. Some Fables That Are Told About Bankers. 


Y word! it’s disheartening. 

I used to believe that some- 
thing might be done to help 
bankers get public understanding 

and confidence. But it seems futile. 

Here is “big business,” once popularly 
denounced as the “trusts,” out before the 
footlights taking applause for creating our 
prosperity. Once it was hard to be a mil- 
lionaire in this country, but today you can 
get away with a billion if you will not 
throw stones at the races that enjoy the 
“persecution” complex. Why, even the crook 
is excused because he had no mammy to 
guide him. But the banker is still the 
banker, and probably will be to the end of 
time. 

Of course, the side-whisker stage banker 
is gone. The proletariat no longer chases 
anybody in side whiskers, white vest and 
spats under the delusion that it is about to 
drive a banker up a tree, because the pro- 
letariat has learned from the movies that 
such a fellow is really a taxi starter in 
front of a department store. 

Nor are plain people timid about going 
into banks any more, or talking to bankers. 
The world of finance has let them know 
that a bank is a place where they can have 
their income tax returns made out free of 
charge, and obtain the latest tips on motor 
roads, and find out whether the oil stock 
they bought yesterday is worthless. Banks 
are now “friendly banks.” 


Tales About Bankers 
Bu people still firmly believe that bank- 


ers “step in.” 

Bill Jones was doing so well with the 
soap factory until he got a trifle short of 
money. Then the bankers lent him some, 
and then they stepped in, and the soap fac- 
tory has never been the same. 

Father was just about to cash in big 
after a lifetime of hard work, and stood to 
make a quarter million out of that Imperial 
Boulevard development. But the bankers 
stepped in and stopped the development. 

Wall Street bankers, of course, have been 
stepping in from the days of the historic 
buttonwood tree. “Wall Street control” has 
always been synonymous with an obstruct- 
ing director on the board, killing progress. 
Today every community with a bank has 
this kind of “control.” When you say that 
the banker stepped in, it is the perfect alibi 
for shrinking sales, reduced payrolls, lack 
of profits, passed dividends. 


Popularly, the banker is pictured as a 
big bully. He has plenty of money. He 
might save the soap factory easily enough, 
or carry the Imperial Boulevard to a suc- 
cessful realization. But no! He uses his 
money and his power to squeeze them for 
himself. That is the folk tale that people 
believe about bankers, and the bankers have 
made little headway in showing that it is 
largely fiction. 

A promoter comes to town. Any pro- 
moter, any town. He brings his gift of gab, 
the promoter’s facility in persuading people 
that he can make money for them, quick 
money, in startling new ways, that great 
lure to which people seem ever eager to re- 
spond. 

What is his first argument? Why, the 
thick-headedness, the selfishness and dark 
schemes of the banker! What a lot of 
sheep they are, putting their money in the 
bank, for piffling bank interest, and letting 
the banker use it to make millions in just 
such enterprises as the promoter is ready to 
launch for them! Saving the public from 
the banker is the first step in successful 
promotion of that kind. 

The people flock to the promoter with 
their savings. He has no limitations of 
profit margin on his “securities.” No state 
banking department regulates him, nobody 
audits his books until the receivers are ap- 
pointed long after he has collared the money. 
When the crash comes, he loudly denounces 
the bankers for secretly looting the people’s 
enterprise. His alibi is, “The bankers step- 
ped in.” 


Why Bankers Step In 


a Sve people do not need a promoter. As 
bankers who passed through the farm- 
land boom know, they are quite capable of 
starting things themselves, with bank money, 
and blaming the banker for the consequences. 
There was nothing wrong until he stepped 
in to see what could be done toward thaw- 
ing out the bank’s congealed assets. 

During the past dozen years, bankers 
have made real headway in winning public 
confidence—except in one direction. 

The kindergarten services of banks have 
been fully explained—how the bank will 
pay you interest on your savings, relieve you 
of the risk of carrying and paying cash, sell 
you drafts and letters of credit, advise you 
about export trade, and in its trust depart- 
ment keep your will and administer your 
estate or living trust, and so forth. 
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But about this dark business of “bank 
control,” carried on after the front door is 
locked, and often taken home to bed, prac- 
tically nothing has been explained to the 
public. 

Not to the great public that maintains 
checking accounts and rents deposit boxes, 
nor to the business public which says, when 
you ask about Jones’ soap factory, “Oh, 
didn’t you hear the story? Well, the bank- 
ers put a representative on the board a 
year ago, and the business is as good as 
dea u.’ 

You have heard the fable of the shrewd 
farmer who bought a pair of green specta- 
cles for his cow, and fed her excelsior. Ac- 
cording to the fable, just as he got her into 
the notion that excelsior was grass the cow 
up and died. 

But that version is wrong. What really 
happened was, that the farmer invited a 
banker to see the cow eat excelsior while 
she was still giving milk, and the banker 
granted a loan on the animal. When the 
cow stopped giving milk, the banker stepped 
in and took charge. He nursed her back 
to health, but she never gave as much milk 
afterward, and this was attributed to the 
banker’s management. 


The Bright Side 


ANKERS talk very little about their 

troubles. When John W. Bankman, 
president of the First National Trust Co., 
is interviewed upon his return from Europe, 
he tells the reporters that everything is in 
the best possible condition in the best possi- 
ble world, and that he sees nothing but 
continued prosperity ahead for the best of 
all possible countries, for an _ indefinite 
period, particularly right there in the old 
home town, “the best possible place to live.” 
John W. never lets out a peep about the 
tangle in Jones’ soap factory that he must 
tackle the first thing tomorrow morning. 
Which is right enough—that is not the 
time or place. 

But after the soap factory has been 
brought through its reconstruction period, 
there might be considerable public interest 
in the way it was rehabilitated by John W. 
Such stories are seldom told by bankers, 
however, and thereby the myth of “banker 
control” thrives in public ignorance. 

Some years ago, a bank man, living in a 
New York Suburb, attended a meeting of 
stockholders in a nearby country club. He 
was a stockholder, and went to see what 
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was going to happen to his investment of a 
thousand dollars. The club had been or- 
ganized by his neighbors, so there was no 
promoter profit or trickery. Yet it stood 
on the brink of bankruptcy. The directors 
told a gloomy story of insufficient funds and 
unforeseen obstacles, the officers were 
sceptical about ever realizing anything like 
the original plan, even should the members 
consent to a stiff assessment. Finances were 
in a hazy condition, although there was no 
reason to suspect anything wrong—just an- 
other instance of perfectly honest misman- 
agement. 

“Here, let’s ask Kirby to get this money 
business straightened out so we can under- 
stand it—he’s a banker,” suggested one of 
the members, and the bank man stepped up 
onto the platform, amid tittering. Then 
followed a quick audit of money, and Kirby 
stopped asking questions of the treasurer, 
and turned to the audience. 

“The original plan called for so-and-so, 
and such an amount of money, didn’t it?” 
he asked, and the audience agreed. 

“Well, we’ll assume that the money would 
have built the club, or maybe a little more. 
But here is an outdoor swimming pool, not 
in the plans—who added that?” 

It transpired that Jim Jenkins had sug- 
gested the swimming pool, and got a num- 
ber of members to agree with him, so it 
was added. Tom Bender had conceived the 
idea of some sleeping rooms, to bring in 
revenue, as well as a convenience to mem- 
bers, and so the architect drew in a sleeping 
pavilion, and thus it had gone. One sug- 
gestion after another had been entertained, 
until the child was bigger than the fireman. 

The bank man took pad and pencil, and 
began writing down the things considered 
indispensable. The swimming pool was 
scrapped, and the sleeping pavilion. Final- 
ly all the stockholders had agreed upon a 
club that could be built with a reasonable 
assessment. Everybody understood every- 
thing. The club was finished, and has been 
highly successful. 


Yet I question whether anybody knew, 
much less remembers, that a bank man 
“stepped in,’ and made the club feasible by 
“banking control.” 

Stories of this kind seldom get about. 


Something Little Understood 


66 ANKING control” is a boogey be- 
cause few folks understand what it 
really is. 

John W. Bankman never tells such stories. 
Once in a blue moon something like the 
panic of 1907 comes along, and banking 
ability is presented in a dramatic light by 
action like the meeting of New York bank- 
ers in the elder Morgan’s library. But we 
have not had a panic in twenty years. There 
is a new generation in business that never 
knew such an emergency, and does not be- 
lieve that anything of the kind might hap- 
pen again. 

When the banker grants the loan, he is a 
“friendly banker,” the up-builder of the 
community. 

When he cannot grant the loan, he is 
called a scheming tightwad, cornering the 
capital of the community, and refusing to 
allow it to flow through the local industries 
and trades. 

When he has to concern himself with 
management to rescue capital lent, then he 
is a shark, fattening on the iifeblood of the 
community. 

For years, a banking institution may ren- 
der friendly service of the kind advertised 
to the public, and its officers be well known 
and well liked. 

Then, suddenly, overnight, some dirty job 
of foreclosure, receivership or rehabilita- 
tion will arise. The banker appears as a 
hard-hearted Shylock, after his pound of 
flesh. If the enterprise is an individual 
business, the proprietor will be certain that 
with “just a little more accommodation” he 
could have “pulled through.” If it is a cor- 
porate enterprise, with hundreds of stock- 
holders in the community, the banker will 
appear as an obstructor. If there has been 
an orgy of speculation, the banker’s best 
friends will listen to “the other side” when 
the promoter attacks banks in general. 

This seems to be the nature of banking. 
So many enterprises in the community are 
certain to get into difficulties every year, 
and so many will be brought into the bank- 
er’s office, just as people who faint or get 
hurt in the street are carried into the near- 
est drug store. In both cases, the crowd 
collects, asks questions, criticizes the drug- 
gist and the banker for not doing something 
quick. Each has a sick man or enterprise 
on his hands, and hopes it will not die in the 
place, and is greatly relieved when the pa- 
tient recovers enough to be taken home. 

Most people know the business man who 
firmly believes he could have pulled through, 
and been prosperous today, if the banker 
had extended just a little more credit. 

Few people have heard of business men 
like .an American I once met in Paris, 
who was put out of the lumber business by 
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the kindness of his banking friends. A 
financial storm blew up. He had a big stock 
of lumber on hand, and loans from the 
bank. His bank friends said, “Don’t be 
uneasy, this will soon blow over, it is only 
a squall,” and extended his notes. The 
storm continued, and they extended again. 
When it became necessary to sell him up, 
he had nothing left, where if the bankers 
had sold him up at the beginning of the de- 
pression, he would have had enough to be- 
gin business again. At that, he went to 
Paris, because things were so dull in this 
country, and soon built up an entirely dif- 
ferent business as sales agent for Ameri- 
can mechanical contrivances. 

I suspect that hearing more stories of that 
sort would rather make people think—busi- 
ness people at any rate—about the way 
bankers feel in such circumstances. Also, 
that if this view were spread around, the 
public,would discover a good many fellows 
who had failed without any whimpering 
about “banking control,” and quietly got 
going again, and even with. banking assist- 
ance. 

During the Florida real estate boom, a 
couple of years ago, the bankers of that 
state were freely denounced for conserva- 
tism. 

“Here you ask me to buy real estate,” 
argued the outsider, who had rushed to 
Florida to make a quick fortune. “You 
take my money on deposit. Yet when I 
want to borrow on this very real estate, you 
won't lend me anything.” 

Which was quite true. Millions of dol- 
lars had rolled in upon the Florida banks 
with the boom. It was regarded as out- 
side money which might be called for in a 
hurry, and leave even quicker than it came. 
So capital for real estate speculation was 
not obtainable in banking circles. The up- 
shot proved the wisdom of this course, for 
the contraction caused no difficulty to any 
of the big banks. 

Other business interests are constantly 


(Continued on page 212) 


157 
POPULAR CONCEPTION OF THE BANKER 
KES THE LOAN WHEN H¢.Doue/i 
f : | | 
\ GING | 
e 


Easy Money and Speculation 
i hm fear of a 314 per cent Federal Reserve Bank 


rate was that it would encourage speculation in 
securities and commodities. The rate has now been in 
force for a month, during which the most severe de- 
cline of the year has occurred in stocks and wheat has 
dropped ten cents a bushel. 

In both cases this was due to an over stimulation of 
prices before the money situation was officially recog- 
nized as warranting a smaller spread between the 
acceptance rate of 34 per cent and discounts at 4 per 
cent. It might be charged that the spectacular rise 
in cotton was helped by cheap money but the alibi is 
provided of a sensational crop report that overwhelmed 
all other considerations relating to prices. 

New York or Boston has always given the clue to 
the discount rate policy of the Federal Reserve Board. 
This year the soundings were made west of the Missis- 
sippi and the East and South followed them. There is 
still a conflict of opinion between districts regarding 
the logic of reducing rates when the demand for money 
is approaching its peak. Chicago sticks to 4 per cent 
and so does Minneapolis though their problems are very 
much the same as those of New York and Kansas City. 

The burden of proof seems to be against the stand- 
patters for call money is cheaper at the beginning of 
September than in four years and time funds go 
begging in the East at 4 per cent. Since Aug. 4, when 
the New York rate was reduced, as many stocks have 
gone down as have gone up and the average of the 
market a month from that date showed little change. 


Do We Overlook Opportunities ? 


HERE is no better feature of the American Bank- 

ers Association Convention, or, for that matter, of 
the conventions of any national association, than the 
fact that it personalizes and individualizes the map of 
the United States, so that instead of thinking of cities 
and towns as dots on the map, or as groups of buildings 
beside a railroad track or on a waterway, each is 
thought of as the home and the work place of an ac- 
quaintance. 

Mutual understanding expedites business between 
all men of good will and among bankers this under- 
standing reaches perhaps its maximum of commercial 
usefulness because the banker is a key man in his com- 
munity. The wider the acquaintance of bankers and 
business men, the better and the more stable is business 
likely to be. This year the convention is carried far 
south and that very circumstance should beget addi- 
tional opportunity for each individual to personalize. 

We are indeed fortunate that on the American conti- 
nent our millions of people can and do meet together 
with full confidence in each other and give freely of 
their experiences, for at these meetings efficiency is 
sharpened and business gets impetus. 

In other parts of the world where peoples might with 


profit to themselves meet together with frank good will, 
they are separated by frontiers and by the barriers of 
suspicion and distrust, with the result that business 
never has the same good chance for growth that it has 
here in America. Drawing men as they do from all 
parts of the United States and beyond, our conventions 
are really opportunities without parallel in the whole 
world, yet because they are fixed features of our na- 
tional life, busy men may not always appreciate them, 
nor make the necessary effort to get for themselves, 
their customers and their communities the many advan- 
tages that such meetings afford. 

The banker who journeys to Houston for the con- 
vention—October 24-27—should find uplift in its dis- 
cussions and deliberations and will return to his com- 
munity refreshed and strengthened to serve his bank 
and its people with new energy and a clarified vision. 


The Earnings of Banks 


TATISTICS on bank earnings published by the 

Federal Reserve Board run contrariwise to the 

somewhat popular notion of bank earnings in times of 
prosperity. 

The figures indicate that while the gross earnings of 
the banks in the System increased during the last half 
of 1926 (the latest period for which these data are 
available), the net earnings diminished. 

The smaller actual earning is due to increases in the 
rate of interest paid to depositors and ‘to increases in 
salaries and wages. 

During the last half of 1926 the gross earnings of 
the member banks, of which there were 9482 during 
that period, amounted to $1,034,000,000. This was 
$40,000,000 more than during the previous six months 
of 1926, but the net earnings from this gross of $1,034,- - 
000,000 amounted to only $208,422,000—a decrease of 
nearly $15,000,000. 

In the first half of 1926 the net profit was at the rate 
of 9.34 per cent, but in the last half of the year the net 
profit, notwithstanding the larger gross income, was at 
the rate of 8.52 per cent. 


More or Less Cotton, Which? 


AST year there was too much cotton. This year 

there is not enough. In 1926 the South was pros- 

trated by overabundance. In 1927 it proclaims pros- 
perity though its cotton fields are sterile. 

Mr. Boll Weevil has a Jekyll and Hyde character. 
He is the agent of good times when he helps to boost 
the price of cotton to 23 cents and the destroyer of 
homes when he eats too greedily of the plant in some 
particular section of Louisiana, Texas or the Carolinas. 
No form of destruction ever benefits. The South 
finally found an outlet in Europe for its great surplus 
from the 1926 cotton crop and at fair prices. Its 
people as a whole will be poorer with a 13,000,000-bale 
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crop at 23 or 25 cents than they were with 18,000,000 
bales at 15 to 13 cents. The Central West is much 
more alarmed by the prospect of the smallest yield of 
corn in twenty years than it has been buoyed up by any 
one of the bumper crops in recent seasons. The hard 
facts of the destruction by flood in the Mississippi 
Valley are now coming to light and few will say today 
that the benefits of this compensate for the losses. 
A country so much keyed up to quantity production 
as the United States, with all of its machinery of 
transportation and distribution adjusted for larger and 
larger totals each year, is bound to be more disturbed 
by small crops than benefited by high prices for these 


crops. 


Guidance for Legatees 


ETWEEN the will of Judge Gary, the late Chair- 

man of the United States Steel Corporation and 
the will of Charles Dickens the author there is a 
similarity, and each will is a model in so far as advice 
to their heirs is concerned. 

Dickens died over half a century ago and his will is 
a matter of history as well as an unique piece of 
writing for he was concerned not so much over the use 
that his heirs would make of his worldly goods as he 
was over their spiritual guidance. He admonished them 
to follow the spirit and teachings of the New Testament 
and to place no reliance upon any man’s narrow con- 
struction of a word “here or there.” 

Judge Gary after making specific bequests of more 
than $2,000,000 gives to his heirs a brief but compre- 
hensive code for their financial guidance—a lesson 
worthy of the widest circulation because though of 
special application to legatees, unskilled in fending off 
the approaches of those who seek to lay hold of in- 
heritances, it applies with equal force to everyone who 
has, or expects to have, money to invest. Judge Gary 
wrote: 

“I earnestly request my wife and my children and 
descendants that they steadfastly decline to sign any 
bonds or obligations of any kind as surety for any 
other person or persons. 

“That they refrain from anticipating their income in 
any respect. 

“That they refuse to make any loans except on the 
basis of first-class, well-known securities. 

“That they invariably decline to invest in any untried 
or doubtful securities or property or enterprise or 
business. 

“They should reject any representations or opinions 
of others if involved in any doubt. 

“They will be approached frequently with suggestions 
for investment that are not entitled to be relied upon 
from a business standpoint.” 


The Holding Company in Banking 


HERE should be no surprise over the advent of 

the holding company into the field of banking not 
hecause banking has so long been familiar with the 
holding company and has had close relations with it 
but because the average bank is itself in the nature of a 
holding company in that it keeps, safeguards, manages 
and employs money and securities and at times even 
going businesses for its customers. 

That banking itself should now in these days of great 
combinations resort to this institution to prosecute its 
business may upon reflection come to be regarded as a 
logical step; yet the presence of four prominent hold- 


ing companies in the banking field, each controlling 
several banks, has caused speculation as to the possible 
effect of the holding company on banking generally. 

It is impossible to think of the holding company—a 
sort of super-corporation which has actual control 
through stock ownership of many lesser corporations— 
without wondering if this may not in the future come 
to be an instrument through which the intents and 
purposes of that provision of the McFadden law 
relating to branch banking may be circumvented. 

In other forms of business a holding company may 
own a waterworks system in the Middle West, an elec- 
tric railway in New York State, a light and power 
company in Pennsylvania, and perhaps oil wells in 
another part of the country. 

If the holding company may do in benking what it 
is doing in business may we not in the future have the 
curious situation of banks as banks strictly observing 
the law with regard to branches but the superstructure 
(their owners) setting up and directing a bank wherever 
it will? 

If such a situation became general we would have a 
chain of banks—not branch banking—but nevertheless 
the intents and purposes of the branch banking pro- 
visions of the McFadden law might be nullified in many 
instances. 


The Home Goods Slogan 


BRITISH magazine, engrossed in the proper and 
commendable business of promoting prosperity, 
says: 

“Advertising has been called the lubricating box of the in- 
dustrial machine, but it is something more than that. At its 
highest it can do for the idea what wireless does for the 
spoken word—we should deserve the fate that would undoubt- 
edly overtake us if we permitted our national horror of the 
‘booster’ to prevent our using it at this critical juncture of 
the empire’s history. That the empire should need advertise- 
ment is, perhaps, a sad reflection on our educational system, 
but concerning the fact itself. there can surely be no two opin- 
ions. The idea that by purchasing the empire’s goods we are 
not only developing the empire economically but strengthen- 
ing the spirit of cooperation, which is the basis of its unity— 
and all that unity represents—is something new to the man in 
the street, and only the cumulative result of persistent adver- 
tising will get it into his head. Once it is there, however, 
the cost of the operation will be found a thousand-fold.” 

All of that is plausible and patriotic, but better speed 
toward a new prosperity may be attained through other 
methods. In the last analysis the “empire idea” is sales 
propaganda from the point of view of the seller, where- 
as the most effective sales argument is built on the basis 
of advantage to the prospective buyer. The empire 
idea says in effect, “Purchase these goods because they 
are goods of the empire,” though it is human nature for 
everyone, especially the person of small means, to want 
more selfish reasons. He wants all he can get for his 
money, and he wants a little of sales talk which will 
help him to the conclusion that he is getting the maxi- 
mum value. 

Experiments made to ascertain the pulling power or 
the sales influence of arguments on behalf of “home” 
goods have shown that, in the United States at least, 
the appeal to purchase home goods merely because they 
were home goods revealed that the pulling power of 
that slogan was lower than that of any other argument. 
It was, and is, almost negligible. 

Great Britain will, we think, make better speed 
toward prosperity by spending its advertising money 
in getting before the public those features of price, 
efficiency, service, durability, novelty, beauty, etc., which 
appeal direct to the reason or the imagination. 
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The Flow of. Money and Gold 
to Wall Street 


By CHARLES F. SPEARE 


The Australian Loan One of Many Flotations Indicating that 
the Money Power of the World Is Located in “Wall Street” 
Where It Will Continue to Be For Perhaps a Generation. 
Great Reserves in Our Banks Subject to Immediate Call. 


ECENTLY the Commonwealth of 
Australia, needing funds, ap- 
proached the New York market 
and subsequently successfully float- 

ed a loan there of $40,000,000. This busi- 
ness was naturally bound to London by 
national and sentimental ties. London, how- 
ever, had failed to put over a much smaller 
loan to Australia a month earlier, and her 
bankers did not wish to risk the possibility 
of having to take up what the public could 
not digest. 

This and the flotations last spring of two 
large American loans to New South Wales, 
and the continuing policy of Canadian prov- 
inces and corporations of financing their re- 
quirements in this country instead of in the 
English market, are proof of the fact that 
the money power of the world today is lo- 
cated in Wall Street, and that it will be 
years, if even in this generation, before it 
goes back to London. 

In the period before the war Great Brit- 
ain had a tremendous advantage over all 
other nations in her overseas trade and her 
foreign investments. These gave her an 
annual surplus which she reinvested so as 
to obtain the greatest business advantages 
possible. Following the war, her trade posi- 
tion in Central’ Europe and in the Baltic 
States was seriously affected, and _ later, 
through political disturbances in India, 
Egypt, China, and Japan, the markets for 
her manufactured goods were steadily cur- 
tailed. Last year the long strike of English 
coal miners disrupted other markets. Al- 
together, the loss in national income has been 
tremendous, and while British investments 
have not been greatly disturbed and are still 
sufficient to provide Englishmen with a com- 
fortable income, there is little surplus to 
apply to additional purchases of foreign se- 
curities. That is why every little while 
the financial authorities of the nation re- 
quest, and sometimes order, English bankers 
and dealers to “lay off” the purchase of 
American issues, particularly foreign dollar 
bonds. 


$1,500,000,000 Subject to 
Immediate Call 


a superabundance of gold, the 
United States continues to get more 
as debtors pay her in gold. With the largest 
bank deposits in the world, representing the 
savings of her people and the idle funds 
of her corporations, she draws to herself the 
currency of all of the other great trading 


nations until, today, foreigners have in 
American banks about $1,500,000,000, much 
of which is subject to immediate call. This 
represents reserves that have been trans- 
ferred here by European nationals who have 
feared the consequences of economic and 
political changes at home. Gradually this 
sum will be reduced as conditions improve 
abroad, but the experiences of the war were 
such that the cautious business men and in- 
vestors of England and the Continent will 
forever keep a certain proportion of their 
liquid funds in this country because it has 
the fewest political and social upheavals. 

The same trend is shown in the records 
of American stocks and bonds owned by 
foreigners but deposited for safekeeping 
with American agents. It is estimated that 
such securities aggregate $1,878,000,000, or 
equal to nearly half of the total of Ameri- 
can issues held in the physical possession 
of Britishers at the outbreak of the war. 
Last year was a notable one in the vol- 
ume of foreign purchases of “Americans,” 
the total being reckoned at $636,000,000. 
Should any emergency arise, a large por- 
tion of these securities could be sold on 
the New York market, delivery made in 
regular order and payment arranged within 
twenty-four hours. 


Total Foreign Investment 


NE realizes from these facts how much 

more sensitive the New York financial 
district must now be to rumors of wars, 
since an actual outbreak might easily lead 
to heavy liquidation and substantial with- 
drawals of funds overnight. 

The incident ‘of the Australian loan in 
August is only one of many which make up 
the composite of American investment bank- 
ing supremacy. The Department of Com- 
merce has again contributed a notable chap- 
ter in the financial history of the country 
in compiling the figures of “visible” and 
“invisible” items in the international trade 
balance. To the matter of foreign loans 
it has given most attention and supplied the 
greatest amount of data. 

From this record we learn that in 1926 
the total of foreign securities publicly 
offered in the United States was $1,318,- 
554,850, of which $183,895,200 was for re- 
funding purposes, leaving a net nominal value 
of $1,134,659,650. Represented in this sum 
were 214 different issues, of which 94 were 
governmental in character and 120 for cor- 
porate purposes. Latin-American countries 
absorbed 35 per cent of the loans, Germany 
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and Canada each 23 per cent, Europe, other 
than Germany, 16 per cent, and the re- 
mainder were taken by Japan and terri- 
torial possessions. In addition to this public 
financing, there were private loans negoti- 
ated involving $283,000,000, of which 25 per 
cent were for the account of Germany and 
other central and southeastern European 
states. 

These loans have brought the total Ameri- 
can foreign investments to above $11,000,- 
000,000, a sum that has expanded about 30 
per cent in the past four years. The annual 
income from these investments is placed at 


between $675,000,000 and $750,000,000. 
The Tourist Expenditure 


HIS is one of the chief items in the 

“invisible” trade balance. Another is that 
of tourist expenditures, reckoned by the 
Department of Commerce experts as $646,- 
000,000 in 1926, compared with $560,000,000 
in 1925 and a total of $2,756,000,000 in the 
last seven years. On the same side of the 
international balance sheet are the remit- 
tances of aliens and the subscriptions to for- 
eign missions, a total that has been shrink- 
ing year by year, while that of tourist pay- 
ments has been rising. In 1926 it was 
$333,000,000, or $27,000,000 less than in 1925. 
Since 1920 it represents the sizable total of 
$3,000,000,000. 

We must keep in mind that, although we 
are rapidly expanding our loans to foreign 
governments and to corporations of other 
countries, and have an annual increment on 
these loans of nearly three-quarters of a bil- 
lion dollars, we are at the same time checking 
against this very fast to pay for our pleas- 
ures abroad. All the while the balance of 
merchandise exports over imports shows 
little growth; in 1926 it was $426,000,000, 
compared with an average of $818,000,000 
in the two years previous. It should be 
much better in 1927. 

It would require a very elaborate process 
of accounting to demonstrate how the De- 
partment of Commerce finally arrives at the 
conclusion that the United States saved 
$557,000,000 in 1926 in its trade and finan- 
cial relations with the rest of the world. 
That is the figure that is to be added as 
“net growth as a creditor nation.” It may 
not satisfy the conservatives, but after all 
it is a very fair return on the total turn- 
over. A prosperous people are not expected 
to always stay at home and close their purses 
to the needs of others in order to establish 
another “new high record” in bank deposits. 
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FINANCING AMERICAN [INDUSTRY 


HE Hammermill Paper Company is one of the 

leading manufacturers of fine writing and print. 
ing papers in the country. Prior to its founding in 
1898, bond paper had been made almost wholly from 
cellulose obtained from rags. The Hammermill proc- 
ess made possible the production of good bond paper 
from cellulose obtained by a scientifically controlled 
sulphite method from wood. The Company’s growth 
has been due to its original scientific production 
methods and to an advertising and sales policy which 

has built up a broad market for its products. 


W 7E BECAME associated with the Hammermill Paper 


Company in 1916 with the underwriting of a $1,500,000 
short-term note issue which was called for redemption prior 
to maturity. This was followed in 1923 by the underwriting 
and offering of a block of common stock and an issue of 
$3,000,000 preferred stock of which $500,000 has already 
been. retired. In addition to this capital financing, we have 
been identified with the short-term financing of the Com- 
pany through the sale of its commercial paper. We have had, 
accordingly, the opportunity of extending a very complete 
financial service to this widely known industrial corporation. 


A. G. Becker & Co. 


Chicago New York 


ST. LOUIS MILWAUKEE MINNEAPOLIS SAN FRANCISCO 
SEATTLE PORTLAND SPOKANE 


Bonds Short Term Notes Commercial Paper 


When writing to advertisers please mention the American Bankers Association Journal 
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Safeguard Your Funds 


The American Automobile Association 
recommends 
AMERICAN EXPRESS TRAVELERS’ 
CHEQUES 


For Sale at Banks and Express Offices 
75c for each $100 


N the face of every road map issued in 1927 
by the American Automobile Association 


are printed the words of caution, shown above. 


A card placed under the glass table tops of many 
important hotels reads : — 


‘We recommend that you transfer your funds into 
American Express or other Travelers Cheques. You 
can buy them at 22,000 banks and express offices.” 


A writer in the Standard Oil Company’s magazine 
says : 


“One piece of luggage I’ve always found useful is 
a book of Travelers Cheques.” 


The sale of American Express Travelers Cheques 
by banks everywhere is the logical result of a wider, 
more definite knowledge of the money safety and 
personal service value of these Cheques through 
extensive national advertising in magazines and 
newspapers. 


It is easy for a bank to sell American Express 
Travelers Cheques today, and the sale is always 
profitable and in the nature of another personal 
service to your depositors. Usually only a sug- 
gestion is needed, such as “How about some 
Travelers Cheques?” — 


American Express Travelers Cheques 


When writing to advertisers please mention the American Bankers Association Journal 
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Our Buried Treasure in Gold 


By GEORGE E. PUTNAM 


While We Have Managed to Sterilize $1,400,000,000 in Gold 
and Thus Far Have Deprived It of All Power to Serve as a 
Basis for Credit, Can We Long Escape the Consequences? 
What Is the Prospect of a New Period of Credit Expansion? 


AD anyone been so bold as to sug- 

gest, 15 years ago, that a single 

country could accumulate one- 

half of the world’s supply of 
monetary gold, he would have been regarded 
z3 a hopeless visionary, lacking in practical 
experience, and totally unversed in the ways 
of finance or in the elementary laws of 
economics. The thing simply could not 
happen, any more than the level of the 
water in Lake Michigan could rise 100 ft. 
above the level of Lake Superior. It was 
commonplace to bankers and economists that 
the supply of monetary gold sought its 
level the world over just as water seeks the 
level of the ocean. 

All of our experience under the old 
national banking system supported the view 
that a nation could not get or hold more 
than a fair share of the world’s gold supply 
—a share determined by the monetary needs 
of its trade and industry. There was some- 
thing automatic in the mechanism which 
governed the distribution of gold. For ex- 
ample, when, as the result of a large in- 
flux of gold from abroad or from our own 
mines, we had more than our fair share of 
the metal, our bankers quickly felt the ef- 
fects of the new supply. From week to 
week they would see their reserves grow- 
ing and the volume of their idle funds in- 
creasing. Faced with the problem of find- 
ing profitable employment for these idle 
funds, they would find it worth their while 
to reduce their discount rates and expand 
their credit. 

Such action on the part of the bankers, 
guided solely by self-interest, was all that 
was needed to bring about an equitable re- 
distribution of redundant gold. The reduc- 
tion in money rates would cause foreigners 
to withdraw funds which had been put into 
liquid investments in the American market ; 
and expanding credit would eventually pro- 
duce a shift in our international trade bal- 
ance so that exports were no longer sufficient 
to pay our foreign obligations. In either 
case, the exchanges would go against us and 
it would become necessary, as well as 
profitable, to export some of our gold. Over 
a period of years we normally exported 
more gold than we imported because we 
were a gold-producing country. 


A Managed Gold Supply 


iy spite of pre-war doctrines to the con- 
trary, we have now accumulated in this 
country the enormous total of $4,600,000,000 
in gold, or approximately one-half of the 


world’s known supply. How this fact is to 
be reconciled with the pre-war doctrine of 
gold distribution may appear, at first glance, 


Inflation Coming? 


E set out originally to 

prevent an inflation in 
our price level. To all out- 
ward appearances we suc- 
ceeded. We removed the 
danger of the threatened 
inflation by burying gold as 
fast as it came in. But this 
action on our part only 
raised new problems. More 
and more gold was attracted 
by the vacuum we created. 
At length we reached the 
end of our sterilization ca- 
pacity. We now have to 
face the prospect of getting 
more gold and more credit 
expansion because by delay- 
ing the issue we have 
aggravated it. 


to be something of a mystery. But, on the 
banking side at least, the explanation is per- 
fectly simple. The pre-war doctrine took 
no account of the Federal Reserve System 
which was to come. When it did come it 
scrapped with one stroke the old automatic 
machinery governing the inward and out- 
ward flow of gold and substituted in its 
place a “managed” system. 

The apparent ease with which the flood 
of gold coming to our shores since 1920 has 
been “managed” by the Federal Reserve 
authorities so as to prevent an inflation in 
prices is one of the outstanding monetary 
marvels of all time. It was confidently ex- 
pected by European economists, reasoning 
in terms of the automatic mechanism which 
had governed gold movements under the 
national banking system, that a large gold 
accumulation in our banks would lead to 
drastic reductions in money rates, raise our 
level of prices, and stimulate imports of 
merchandise until we were forced to send 
out gold in payment for a large excess of 
merchandise imports over exports. 

When these expectations failed to mate- 
rialize, European observers were nonplused 
and disappointed over the apparent break- 
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down in classical doctrines. They began to 
look more closely into the actual workings 
of the Federal Reserve System. It was 
soon discovered that the Federal Reserve 
banks had sterilized a large portion of the 
gold we had received—they had out it to 
one side, locked it up, buried it, so to speak, 
and deprived it of the power it would have 
had under an automatic system to inflate the 
level of prices. 

So impressed have European observers 
been with the results achieved by the Fed- 
eral Reserve banks in the management of 
our gold imports and credit conditions that 
many of them are beginning to ask whether 
our “managed” system is not, after all, 
worth imitating. 

In this connection it should be pointed out 
that any central bank which allows currency 
to expand in response to seasonal trade needs 
and then forces contraction when the sea- 
sonal need has passed is, in a sense, “man- 
aged.” There is an element of “manage- 
ment” in all centralized banking systems. 
which make any pretense of influencing 
money market conditions. 

Even in the case of those central banks 
that are commonly regarded as automatic 
in their release or contraction of credit, there 
are degrees of “management.” But it is 
not in these senses that the term “managed” 
has been applied to our particular banking 
system. 


Thwarting Gold’s Power 


URS is a “managed” system because 

(1) we have broken away from the 
reserve ratio as a guide to credit policies; 
(2) we have been able to sterilize gold im- 
ports and therefore to hold in check the 
creation of new credit to which our gold 
stock entitles us; and (3) through the con- 
trol of credit we have secured a fair de- 
gree of stabilization in our level of prices. 
The sum and substance of our banking and 
currency policy, according to prominent 
British economists, has been to make the 
value of gold conform to the value of the 
dollar, whereas under an automatic system 
the value of the dollar would have tended 
to conform to the value of gold. 

European views on these matters are full 
of interest for American students of bank- 
ing. Our banking system has run the 
gauntlet of foreign criticism and, so far as 
its central features are concerned, has been 
approved. Our financial position is recog- 
nized as being exceptionally strong and, in 
the extent to which control has been exer- 
cised, unique. The general verdict seems 
to be that we have been well controlled and 
that the success of our control policy stands 
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as a contribution to the world’s knowledge 
of central banking principles. 

There is undoubtedly a good deal to be 
said in favor of strong centralized control, 
by an intelligent body of men, over a coun- 
try’s banking and currency system. It seems 
obvious that intelligent control makes for 
a greater degree of stability in business. It 
helps to eliminate the sudden financial 
shocks to which business in pre-war days 
was all too subject. It smooths out many 
of the wrinkles in the business curve. But 
can we be so certain of the immediate and 
ultimate success of our control policy as 
others seem to be? Do we know how far 
a policy of control can be carried intelligent- 
ly, or what the long-time effects of unin- 
telligent control will be? It stands to rea- 
son that we can smooth the surface of a 
portion of the ocean, but can we go so far 
as to control the tides? 


How Much Is Sterilized? 


N considering that part of our control 

policy which has had to do with the ster- 
ilization of gold, it will simplify matters if we 
deal only with the quantity of imported gold 
we have sterilized rather than with the total 
quantity we hold in idleness. It is probable 
that we could get along on half the quantity 
of gold we now have, on account of the 
great economies which the Federal Reserve 
System is capable of making in the use of 
gold. But in endeavoring to ascertain sta- 
tistically the quantity we hold in excess of 
our needs, we should have to deal with a 
number of uncertainties, whereas in dealing 
with the amount of imported gold we have 
sterilized, which is only a portion of our 
excess stocks, the facts are readily ascer- 
tainable. These facts, moreover, clearly 
reveal the actual working of our control 
policy. 

Only passing mention need be made of 
the gold that was imported during the war 
years in payment for war materials, etc. 
This gold was not sterilized in any sense. 
It was freely used to finance the war and to 
meet the country’s credit needs during a 
period of rising prices. It was used too 
freely, if anything, as the inflation of 1919- 
1920 shows. Regard for the reserve ratio 
finally forced the Reserve banks, in the 
latter part of 1919 and the early part of 
1920, to put up their discount rates. The 
drastic deflation which followed was with- 
out parallel in the history of prices. 

The early months of 1920 found the mem- 
ber banks of the Federal Reserve System 
heavily indebted to the Reserve banks. It 
was but natural that this should be the case 
considering the extent of our post-war infla- 
tion and the fact that we had been obliged 
to send out nearly $300,000,000 in gold 
during the year 1919 as our level of prices 
rose. But matters began to right themselves 
after our prices had fallen, and by Septem- 
ber, 1920, a return flow of gold set in which 
continued without interruption till Decem- 
ker, 1924. Throughout this period of three 
and one-half years, our gold stocks were 
piling up at an average rate of more than a 
million dollars a day. 

The heavy gold influx of this period came 
as a blessing in disguise to the member 
banks of the Reserve System because it 
offered them the means of liquidating the 
indebtedness they had incurred during the 


war and post-war inflation period at the 
Reserve banks. Relieved of this inherited 
debt, they would gain a larger measure of 
independence in their operations. 

Most of the gold that came in promptly 
found its way to the vaults of the member 
banks because it was to member banks that 
gold was usually consigned. Having no 
use for actual gold in their current oper- 
ations, and being required to maintain their 
reserves at the Reserve banks, member banks 
sent the gold along to the Reserve banks 
and paid off a corresponding amount of 
their borrowings at these institutions. Thus, 
an importation of, say, $1,000,000 in gold 
was used to cancel $1,000,000 of Federal 
Reserve credit. 


Importance of Gold Imports 


HE importance which gold imports 

played in strengthening the credit posi- 
tion of member banks in this way may be 
seen in the fact that from August, 1920, to 
the early part of January, 1924, the volume 
of member bank borrowing at the Reserve 
banks was reduced by $1,750,000,000, while 
during the same period our net gold imports 
amounted to $1,400,000,000. 

If the Federal Reserve banks had wanted 
to do so, they could have put this gold to 
work the moment they received it. They 
could have maintained their earning assets 
even in the face of the great decline in 
member bank borrowing merely by going 
into the open market and buying bankers’ 
acceptances, bills of exchange, United States 
government securities, etc. But such action 
on their part would have had the effect of 
putting additional funds into the market and 
of lowering money rates at a time when 
the Reserve banks were doing their best to 
maintain rates at a high level. The use of 
the gold flood from abroad was clearly not 
a part of the program of Federal Reserve 
control, if it could be avoided. Having in 
mind the inflation episode of 1919-1920 and 
its subsequent effects, we were bent on pre- 
venting a repetition of that experience. 

By Jan. 9, 1924, the process of substitut- 
ing gold for rediscounted bills and other 
earning assets at the Reserve banks had 
gone so far that total earning assets stood 
at only slightly more than $1,000,000,000. 
Compared with the situation at the end of 
August, 1920, this represented a decline in 
earning assets of 68 per cent. And the de- 
cline did not stop there. It continued well 
into the middle of the year, forcing the Re- 
serve banks to make drastic reductions in 
their discount rates if they were to continue 
to hold member bank paper in their port- 
folios. Finally, in order to make sufficient 
earnings out of the year’s operations to meet 
their expenses and dividends—which, inci- 
dentally, were not quite met out of current 
earnings—the Reserve banks had to go into 
the open market and replenish their supply 
of earning assets by buying bills and govern- 
ment securities. In other words, they were 
virtually forced, out of consideration for 
their earnings, to release funds which had 
been previously sterilized. The effect of 
these operations was to demoralize the 
money market with a surfeit of funds. This 
was the logical sequénce to a policy of 
credit control that went too far and then 
collapsed. 

In terms of the present-day volume of 
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Federal Reserve credit in force, the $1,400,- 
000,000 of gold imported between August, 
1920, and January, 1924, represents approx- 
imately the amount of imported gold we 
have sterilized, because at the latter date 
the earning assets of the Reserve hanks 
stood at about the same figure where they 
stood at last July. Of course, earning 
assets have been higher than the January, 
1924, level in the meantime, as in 1925 and 
1926 when credit was allowed to expand 
moderately in response to trade needs; they 
have also been lower as in July, 1924, when 
they reached the low figure of $800,823,000, 
But over the last three and one-half year 
period as a whole, and particularly during 
the past few months, the total amount of 
Reserve bank credit outstanding has shown 
a striking tendency to establish itself in the 
neighborhood of $1,000,000,000, the reason 
being, no doubt, that earning assets of this 
amount enable the Reserve banks to earn 
their expenses and dividends comfortably. 

It is apparent, therefore, that all gold re- 
leased by the Reserve banks after Jan. 9, 
1924, has since been resterilized, and that 
all gold sterilized after that date has since 
been released. Contrary to the opinion of 
certain European observers, we are no 
longer sterilizing imported gold. We stand 
now where we stood at the beginning of 
1924, able at any time to use some of our 
sterilized gold stocks as a basis for credit 
expansion, but unable to carry the steriliza- 
tion process further without weakening the 
financial position of the Reserve banks. It 
is a fair assumption that Federal Reserve 
credit policy will continue to be governed 
in part by considerations of earnings and 
that earning assets will not be allowed to 
fall very far below the minimum required 
for that purpose. 


What Are the Consequences? 


AKING $1,400,000,000 in gold out of 

the world’s monetary stocks and de- 
priving it of all power to serve as a basis 
for credit is not a matter to be considered 
lightly. Nothing of the kind has ever hap- 
pened before as regards gold, and no one 
can say positively what the effects will be. 
But if we have learned anything from past 
experience about the consequences of trying 
to nullify basic economic forces, it is that 
drastic interference with these forces has 
consequences of a far-reaching nature. 

What, then, are some of the consequences 
that might be expected to follow from our 
gold-sterilization policy? 

Here we have to deal partly with matters 
of fact and partly with matters of theory. 
On the theoretical side there is the sug- 
gestion that we shall have to face the pros- 
pect of more gold imports. The soundness 
of this suggestion seems to be borne out by 
all that we know concerning the nature of 
gold and the inherent dangers in practically 
all price-fixing programs. It may almost be 
said that gold possesses a degree of intelli- 
gence. It moves from one country to an- 
other chiefly for the purpose of settling 
obligations that cannot be settled by means 
of credit instruments. It settles the balance 
of payments between nations when there 
has been an unequal exchange of goods or 
services. The intelligent purpose of a gold 
movement is to break down whatever trade 

(Continued on page 190) 


September, 1927 


AMERICAN BANKERS ASSOCIATION JOURNAL 


Meeting the banking needs 


of modern business 


Business today demands banking facilities 
on an unprecedented scale. The ability and 
willingness to meet these demands of busi- 
ness characterize the service of the Illinois 
Merchants Trust Company. Its specialized 
facilities for commercial banking, foreign 
banking, investment banking, savings, and 


trusts are attuned to present day require- 
ments. Banks, investment houses, manu- 
facturers, public utilities, merchants, 
importers and exporters— all are accus- 
tomed to having their widely varying 
requirements met adequately and satisfac- 
torily by this modern banking institution. 


MERCHANTS TRUST COMPANY 


Capital & Surplus 45) Million Dollars 


CHICAGO 


When writing to advertisers please mention the American Bankers Association Journal 
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Protecting the Customer 


A railroad company, whose securities are widely held, recently 
called for redemption one of its bond issues. Because of a con- 
version privilege these bonds were selling in the market for 
about $350 more than their redemption value. 


As the conversion privilege would expire automatically thirty 
days prior to the redemption date and investors could secure 
this profit only by taking quick action, American Exchange 
Irving Trust Company brought these facts to the attention of 
its correspondents. 


Following are extracts from acknowledgments received: 


“The information is of material value.” 

“We thank you for this rather unusual service.” 

“We greatly appreciate rnat service of this kind, which we 
are about to pass along for the benefit of our customers.” 


American Exchange Irving Trust Company endeavors at all 
times to protect and further the interests of its customers. 


OUT-OF-TOWN OFFICE 


AMERICAN EXCHANGE 


IRvING TRUST COMPANY 
Woolworth Building, New York 


When writing to advertisers please mention the American Bankers Association Journal 
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A Council of Bankers Advises 
the Federal Reserve System 


By REUBEN A. LEWIS, JR. 


What the Federal Advisory Council Has Stood for in Its Role 
as Counselor to the Reserve Board. How It Happened to be 
Created When Bryan Opposed a Bankers’ Board. Most 
Prominent American Bankers Have Served as Its Members. 


HEN Congress set about the 

task of replacing the old bank- 

ing system with its scattered re- 

serve and panic breeding fea- 
tures by a Federal Reserve System, the 
question naturally developed as to who 
should regulate and govern these bankers’ 
banks. 

The first drafts of the legislation pro- 
vided for banker representation on the board 
that would guide and direct the operations 
of the System. This proposal, however, 
met with the strong disfavor of William 
Jennings Bryan, who insisted that the con- 
trolling body of the System should be a 
purely governmental board and this view 
was accepted by President Wilson. As the 
Federal Reserve System was to be composed 
of bankers’ banks, the bankers logically 
argued that they should have adequate rep- 
resentation on the Reserve Board even if 
they could not have a majority of the 
members. 

A committee of bankers, headed by the 
late A. Barton Hepburn as chairman of the 
Currency Commission of the American 
Bankers Association, went to Washington 
to confer with President Wilson and the 
Secretary of Treasury, as well as other 
officials of the government, to discuss fea- 
tures of the bill that later crystallized into 
the Federal Reserve Act. 


The White House Meeting 


N the executive offices of the White House, 
the bankers laid their views before the 
President. They stressed the importance of 
practical bankers having representation on 
the governing board. President Wilson, in 
discussing the relation of the government 
to the bank, indicated that he was not pre- 
pared to recommend this and made the ob- 
servation that in no country were bankers 
allowed membership on the governmental 
administrative body appointed to oversee 
their operations. He suggested, however, 
that they discuss the matter, along with 
other features over which differences ex- 
isted, with the Secretary of the Treasury 
and Representative Carter Glass of Vir- 
ginia, then chairman of the House of Rep- 
Tesentatives’ Committee on Banking and 
Currency. 

It was during the later conference that 
there was advanced the suggestion to in- 
corporate in the bill a section providing for 
a Federal Advisory Council to consist wholly 
of bankers, who: would be in a position to 


Bankers’ Views 


part have the 
bankers themselves 
played in shaping the de- 
velopment of the Federal 
Reserve System? As ad- 
visors to the Federal Re- 
serve Board, in what way 
have the bankers made their 
influence felt on the various 
banking problems? This 
article tells the story of the 
Federal Advisory Council, 
and relates how leading 
American bankers have 
brought to the Board the 
conservative viewpoint of 
practical banking to be ap- 
plied to the problems of cen- 
tral banking during the 
formative period. 


consult with the Federal Reserve Board to 
express practical banking opinion as to pro- 
posed steps and to keep the board informed 
as to the condition of credit in various parts 
of the United States. 

The Federal Advisory Council was thus 
born in the spirit of compromise and rep- 
resents the only official direct contact that 
American bankers have with the Federal 
Reserve Board. On it is one representative 
from each of the twelve Reserve districts— 
so that all sections of the country have 
a voice in the advisory opinions that are 
given. 


Prominent Bankers Serve 


| pangs the first, the most prominent bank- 
ers in the United States have been num- 
bered among its members. 

J. Pierpont Morgan served for several 
years when the Reserve System was being 
set up. The late A. Barton Hepburn and 
James B. Forgan gave the Board the benefit 


Paul Warburg’s knowledge 
167 


of their views. 


of international banking was drawn on when 
the System needed guidance in developing 
the discount market or making the dollar 
the common denominator of world trade. 
From Chicago, Philadelphia, Boston, St. 
Louis and the other big financial centers in 
the United States came seasoned and emi- 
nently successful bankers to sit as members 
of the Council and reflect in an advisory 
capacity the sound ideas and intimate knowl- 
edge of everyday banking that had won suc- 
cess for themselves in their own banks. 
Frank O. Wetmore, Oscar Wells, F. O. 
Watts, Daniel Wing, James S. Alexander, 
Peter W. Goebel, J. J. Mitchell, Festus J. 
Wade, Ed. F. Swinney, Levi L. Rue, Breck- 
inridge Jones, P. D. Houston, D. W. Twohy, 
Harris Creech, Herbert Fleischhacker, 
Philip Stockton, the late A. L. Mills, and 
other bankers from the larger cities have 
served on the Council. 

The views of the small-town banker have 
not been slighted, for some of the districts 
have sent to Washington the presidents of 
banks in small towns. Then, too, many of 
the other members, who came to the Coun- 
cil as the heads of metropolitan institutions, 
learned the business in the villages of Amer- 
ica. Country bankers have exchanged opin- 
ions with the leading financiers of the 
nation. . 

As might be expected of a body of bank- 
ers, which has nothing more than advisory 
powers, the light of publicity seldom has 
been turned on its activities. Any opinion 
that a single member might express in a 
public way possibly would be -worth a col- 
umn’s space in a metropolitan daily, but a 
bare line in the financial newspapers, to the 
effect that the Federal Advisory Council 
held its meeting in Washington on a cer- 
tain date, is generally all the news that is 
given out as to the Council’s sessions. Only 
on rare occasions has the Council given pub- 
lic utterance to its views, and these have 
been with the object of throwing its weight 
in the direction of a worth-while purpose, 
or of protecting member banks from the 
encroachments of the Federal Reserve banks. 

For instance, in the latest public state- 
ment, the Council expressed the opinion that 
the Federal Reserve Board has gone beyond 
its powers in sanctioning the establishment 
of an agency of the Atlanta Reserve Bank 
in Havana, and suggested that some other 
type of an arrangement be substituted for it. 
The law does not grant any special authority 
for an agency to deal in cable transfers or 
in open market operations in Cuba, the bank- 
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ers maintained. They recommended that the 
Reserve banks should follow the practice of 
the Bank of England and other central 
banks of issue in designating correspondents 
in foreign financial centers, rather than open 
agencies. 


Regular Quarterly Meetings 


advisory Council holds stated meet- 
ings every quarter at Washington. 

For a long time it was the practice of the 
Federal Reserve Board to frame a series of 
questions upon which it sought the advice of 
the Council, and while the members were 
not limited to the topics indicated, these 
were generally the subjects discussed by the 
bankers. As a rule, these topics are indi- 
cated prior to assembling at Washington, 
so the members may have time to consider 
them before reaching a formal conclusion 
as expressed in the written recommendation 
which is generally framed after a round- 
table informal discussion. Latterly, how- 
ever, the Council has probably propounded 
more questions than has the Board and has 
thus taken the initiative to a greater extent. 

It has been customary for the Council 
during its regular meetings to hold at least 
one joint session with the Federal Reserve 
Board. Such a session, in May, 1920, was 
the basis for the charge that the Board 
members had entered into a “secret con- 
spiracy” with the bankers of the country 
to “deflate the farmer.” Extreme critics of 
the Reserve Board declared that the mur- 
derous deflation policy was concocted on this 
day when the Board called in the twelve 
members of the Council, and the Class A 
directors of the several reserve banks, and 
there framed a plan, so it was said, which 
embraced an advance in rediscount rates, 
calling in loans and forcing the farmer to 
undergo a ruinous liquidation. 

The truth of the charge of a secret con- 
spiracy was, of course, disproved. It is a 
fact that the joint meeting was held and 
views canvassed as to how continued expan- 
sion could be checked. The annual report 
of the Reserve Board for 1920 reveals that 
the Advisory Council on that date formally 
reported inflation could be arrested “by urg- 
ing upon member banks, through the Fed- 
eral Reserve banks, the wisdom of showing 
borrowers the necessity of the curtailments 
of general credits and especially for non- 
productive uses, as well as continuing to dis- 
courage loans for capital and speculative 
purposes; by checking excessive borrow- 
ings through the application of higher rates.” 

The full minutes of that memorable ses- 
sion, with its alleged conspiracy, were later 
published as a public document by the United 
States Senate. 


Its Part in Shaping System 


f ye make a fair appraisal of the extent to 
which the counsel of these bankers has 
shaped the course of the Reserve bank’s 
operations or influenced the evolution of the 
system is hardly possible. While the Re- 
serve Board has had the benefit of the opin- 
ions of these highly representative bankers, 
it has met even more frequently with the 
governors of the twelve Reserve banks and 
with the Federal Reserve agents, who have 
had a more intimate knowledge of the op- 
erating problems of the Reserve banks and 
who have kept a finger on the credit pulse 


of each section. One of the unforeseen de- 
velopments of the Reserve Act was that the 
governors of the regional banks would play 
such an important role, but there is no gain- 
saying the influence that they have exerted. 

The first few years of the Reserve Sys- 
tem’s life were centered on organization 
problems and in the drafting of regulations. 
Then came the war and public finance be- 
came the dominant issue. During these vital 
years the Council was called on often to 
give its opinion as to the wisdom of many 
steps. Not only was this sought on broad poli- 
cies, but on the details of proposed actions. 
For instance, when the terms under which 
the Victory loan was to be issued were 
under consideration, the Board asked the 
Council’s advice as to the length of time 
the bonds should run, the rate of interest 
they should bear and the extent to which 
they should be exempt from taxation. The 
Council was unanimous in the opinion that 
they should not run more than five years, 
but the members were not of one mind as 
to the interest rates, so that the individual 
views of each banker were recorded. 

After the war, the Council’s advice was 
solicited on how a “discriminating deflation” 
could be brought about to restore a more 
normal condition of credit while, during the 
past few years, its attention has been fo- 
cused on how the Reserve banks could best 
exert their influence to keep business on an 
even keel and aid the rest of the world in 
getting back on its feet. 


For Gold Standard 


HERE is one dominant note that runs 

through the record of the Council in 
regard to international banking relations, 
and that is the opinion that “America should 
take every opportunity that consistently and 
safely could be grasped to aid foreign coun- 
tries in their struggles toward regaining 
exchange stability.” When the Dawes plan 
was evolved, the Council observed that this 
had brought the world to the cross-roads 
and urged the Reserve System to do its ut- 
most to have the new German note-issuing 
bank to adopt gold instead of sterling as 
the standard of value. It expressed satis- 
faction over the action of the Board in de- 
claring German dollar trade bills eligible for 
purchase as open market investments. On 
another occasion the bankers said that the 
Reserve banks could “safely invest substan- 
tial amounts in foreign bills, with approved 
American banking indorsements, in dollars.” 

When the Reserve banks established a 
$200,000,000 revolving credit for the use of 
the Bank of England when Great Britain 
decided to anchor to the gold standard, the 
Council noted the arrangement with “the 
deepest satisfaction” and observed that “it is 
an impressive demonstration of the efficiency 
of the Federal Reserve Act, as at present 
constituted, that we are able to render as- 
sistance on a liberal scale without fear of 
adverse effect upon our own financial con- 
ditions.” 

The support of these bankers in these vari- 
ous moves has been important in that it 
epitomized banking opinion and headed off 
possible criticism from Congress, where 
some members declared that the Reserve 
banks had done more by arrangements with 
foreign banks than the Senate could do by 
formal treaties with foreign nations. 


From the advent of the System, the Ad- 
visory Council has encouraged plans that 
would lead to the development of a broad 
discount market and the wider use of the 
bankers acceptance to become a credit jn. 
strument in world markets, and has sug- 
gested proper supervision rather than re. 
stricting regulations as the most advisable 
course. 


Views on Legislation 


N throwing the weight of its influence 

to encourage desirable banking legisla- 
tion and to discourage unwise laws, the 
Advisory Council has been of much service 
to the country. 

One of its earliest noteworthy activities 
was to impress President Harding and the 
public at large with the view that an amend- 
ment ought to be made to the Federal Re- 
serve Act to permit the wider discount of 
agricultural paper by extending the length 
of its maturities. Just as earnestly, it fought 
“the unceasing and vigorously insistent de- ' 
mands from a variety of quarters that the 
Federal Reserve Board shape its policies 
and actions for the special benefit of par- 
ticular classes or interests” and opposed the 
appointment of a “dirt farmer” to member- 
ship on the Board because it did not think 
any member should be chosen to represent 
any one group. It declared its belief that 
“the system should be free from political 
influences of every kind and that competent 
men should continue in office.” 

From the first, the Council opposed the 
much-discussed Hull amendments to the 
McFadden bill although it endorsed the 
aims and objects of the measure, which 
were designed to modernize and liberalize 
the national bank act. 

The bankers on the Council have opposed 
the refunding of Liberty bonds into bonds 
available for national bank note circulation, 
holding that “the gradual elimination of a 
rigid bond-secured circulation was one of 
the outstanding reasons for the enactment 
of the Federal Reserve Act with its pro- 
visions for an elastic note issue ample for 
the needs of the country.” So, it would 
appear that the passing of the national bank 
note will have the Council’s full sanction. 

The Council has given its approval to 
several changes, which have not yet been 
made. It favors the merging of the pow- 
ers of the Comptroller of the Currency with 
those of the Federal Reserve Board. In 
times past, it has taken the position that 
the kinds of deposits rather than the loca- 
tion of the banks should be the controlling 
bases for legal reserve requirements. 
Though strongly opposed to the guaranty 0! 
bank deposits, the Council has favored the 
creation of one large liquidation fund, which 
would enable depositors in banks that failed 
to get such a proportion of their deposits 
as could safely be advanced without wait- 
ing so long as they must now. 

What should be done as to rediscount 
rates and what policy should be adopted to 
making money easier or to take up the slack 
in. the money market through the open 
market operations of the Federal Reserve 
banks are two questions on which the ad- 
vice of the Council has been sought most 
frequently. ver since the reserve system 
started to function, the advice of these prac- 

(Continued on page 199) 
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Who's got the first 
Chicago Register? 


Patton, the cashier, was in a hurry. “Give me 
the Cashier’s Check and Merchants Trust reg- 
isters, too,” he added. ‘They are not in the 
book vault.” 

Adams and Bob Harris began a hurried search. 
“Too many registers, Mr. Patton,” said Adams. 
“It would take a librarian to keep track of them. 
Here’s your Check Register. We are reconciling 
the Merchants Trust. Want it now?” 

In this Baker-Vawter 


EERHAPS your bank is still using an old fash- Bank Record Series os 
ioned collection of bound registers, with their 
attendant confusion and lost motion. Have you banks are covered in 
seen the Baker-Vawter loose leaf Combined Regis- detail. This booklet is 
ter plan? number 2 of the series. 
Instead of half a dozen to fifteen separate bound 
registers, one or two loose leaf binders, properly in- 
dexed, do the work. 
Filled leaves are transferred; no dead weight; 
reference and reconcilement are possible without 
interference from current work. For new accounts 
insert another index tab and series of leaves. We 
carry in stock standard forms for all register rec- 
ords, and for many other bank needs. 
The booklet “Modern Register Records’”’, num- 
ber 2 of the Baker-Vawter Bank Record series, H 
will tell you all about the economy of a Combined i Attach to Letterhead 
Register for your bank. Send for a copy. 


BAKER-VAWTER SALES COMPANY, TONAWANDA, N. Y. : TONAWANDA, N. Y. 


Gentlemen:—Please send me a free copy of 


1. i “Modern Register Records’, No. 2 of your 
? Bank Record Series. 


DIVISION OF REMINGTON RAND 


When writing to advertisers please mention the American Bankers Association Journal 
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Member of Federal Reserve System 


INDUSTRY IS COMPLETELY 
REPRESENTED HERE 


No matter what the industry or the business in 
which he is interested, a client of the Guardian 
Detroit Bank can be assured of considerate and 
intelligent attention Practically every repre- 
sentative business or industry is represented on 
its directorate or in the Guardian Group. 


GUARDIAN DETROIT BANK 


with the Guardian Trust Company and the 
Guardian Detroit Company offering complete 
commercial, savings, trust and investment service 


under unified ownership and operation. 


D l R = 


HENRY E. BODMAN, 
COUNSEL FOR THE GUARDIAN GROUP 


RALPH H. BOOTH, 
PRESIDENT BOOTH PUBLISHING COMPANY 
HOWARD BONBRIGHT, 
PRESIDENT GENERAL SECURITIES CORPORATION 
HOWARD E. COFFIN, 
VICE-PRES. HUDSON MOTOR CAR COMPANY 
GEORGE R. COOKE, 
PRESIDENT GEO. R. COOKE CONSTRUCTION COMPANY 
EDSEL B. FORD, 
PRESIDENT FORD MOTOR COMPANY 
JOHN C. GRIER, JR., 
PRESIDENT GUARDIAN DETROIT COMPANY 
SHERWIN A. HILL, 
WARREN, HILL & HAMBLEN 
ROSCOE B. JACKSON, 
PRES. AND GENL. MGR. HUDSON MOTOR CAR CO. 


ALBERT KAHN, 
ARCHITECT 


T oO R Ss 


ERNEST KANZLER, 

EXECUTIVE VICE-PRES. GUARDIAN DETROIT BANK 
JEROME E. J. KEANE, 

CHAIRMAN OF BOARD KEANE, HIGBIE & COMPANY 


ROBERT O. LORD, 
PRESIDENT GUARDIAN DETROIT BANK 


ALVAN MACAULEY, 
PRESIDENT PACKARD MOTOR CAR COMPANY 
W. LEDYARD MITCHELL, 
VICE-PRES. AND GEN. MGR. CHRYSLER CORPORATION 
FRED T. MURPHY, 
CHAIRMAN OF BOARD GUARDIAN DETROIT BANK 
PHELPS NEWBERRY, 
VICE-PRES. GUARDIAN TRUST COMPANY 
WM. ROBT. WILSON, 
PRES. AND CHAIRMAN MURRAY CORP. OF AMERICA 
CLARKSON C. WORMER, JR., 
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Profits in the Leather Industries 


By D. RICHARD YOUNG 


For the First Time in a Decade the Leather Industry Stands 
On the Threshold of Real Prosperity. Latest Development Is 
Higher Prices Foreseen 
The Chain Stores Are Influence for Stability. 


Sensational Rise in Price of Hides. 


For Shoes. 


ANKERS are interested in the leather 
industry for a number of reasons. 
It is one of the world’s oldest 
trades and has always been one of 
the most basic. In importance it ranks 
among the score of leading industries in 
America, with an annual production whose 
wholesale value is nearly $2,000,000,000. 

Tremendous expansion during the war and 
the depressed conditions during the nine 
years since then have resulted in almost 
constant attention and study of its problems. 
The latest development is a sensational rise 
in the prices of hides, carrying them to the 
highest figures since 1920 and already being 
reflected in increased prices of finished 
leather and in shoes. 

Many authorities in the trade feel that 
the leather industry stands on the threshold 
of real prosperity—the first that it has en- 
joyed in a decade. If this be true, the busi- 
ness world generally cannot help but feel 
pleased, and few will begrudge this line an 
improvement in earnings. It has had a hard 
row to hoe, and has paid dearly in money, 
courage, intelligence and patience toward 
working down tremendously excessive inven- 
tories, reducing surplus plant capacity and 
widening the uses for its product. 

At the same time it will be recalled that 
this promise of better things has been made 
many times during recent years by the 
cattle, leather and shoes trade, by bankers, 
economists and business forecasters. There 
followed only further disappointments as 
the convalescent patient attempted to get on 
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his feet too rapidly, or developed new com- 
plications, always ending in another relapse. 
It is not surprising, therefore, that the 
financial world has become somewhat chary 
about calling the turn in the leather indus- 
try, and rather than commit itself unquali- 
fiedly, prefers to confine itself to a survey 
of the numerous favorable factors, together 


with any unfavorable elements that may still 
exist. 


Bankers are accustomed to dealing in fig- 
ures and the leather industry is notable for 
having developed such complete statistics 
covering its operations and in applying them 
toward putting its operations on a sound and 
scientific basis. 


The Present Leaders 


— table showing the earnings of the 

leading companies such as has appeared 
in the other articles of this series on “Profits 
in Industry” is given below, but it should 
be clearly understood that these cover only 
the small group of leaders in the industry 
and are not representative of the thousands 
af small concerns that are making meager 
profits or none at all. Furthermore, the fig- 
ures for the last year or so should be con- 
sidered in the light of the staggering losses 
during a decade of depression, if one is to 
view the complete picture. 

Earnings aré as reported in statements 
issued to stockholders and published in the 
newspapers, and show the net available for 
dividends or to carry to surplus, i. e., after 
all expenses, depreciation, inventory adjust- 
ments, credit losses, interest and provision 
for taxes have been deducted. Fiscal years 
end Dec. 31 unless otherwise indicated. 
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Net Profits 
(000s omitted) 
1925 

Amalgamated Leather Cos., Inc..$ 889 
American Hide & Leather Co.... 
Barnet Leather Co., 
Boyd-Welch Shoe Co.'.......... 
921952 
Endicott Johnson Corp 4,312 
Feltman-Curme Shoe Stores ; 
Graton & Knight Co.*........... 
Howes Brothers Co 
International Shoe Co.*.......... 12, 
G. R. Kinney Co., Inc 
an Stephens & Shinkle Shoe 


1926 


1,845 

National Leather Co............ 
Nunn, Bush & Weldon Shoe Co. 
Ohio Leather Co 
Schiff Company 
Traveler Shoe C 
United States Leather Co.7...... 1, 

* Deficit. 

11926 includes 11 months; *Years ended 
8Before interest and taxes; *Years ended Nov. 30; 
5Years ended Jan. 31—1925 includes 11 months; 


6Formerly Armour Leather Co.; *Formerly Central 
Leather Co. 


A By-Product Industry 


NY leather man will point out that the 
first fact to be considered in an under- 
standing of the industry’s problems is that 
the raw material supply is independent of 
the requirements of tanners and quite be- 
yond their control. This is not true of any 
other industry, so far as leading imdus- 
tries go. 
If steel production is overdone, the steel 
mills can curtail, while producers of auto- 
mobiles, copper, sugar, chemicals or ma- 


Courtesy American Leather Producers, Ine. 
Hand labor! A machine cannot do 
it all 
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chinery can all regulate their output to 
correspond with demand. Economic law has 
more or less free play, and only a change 
of price up or down is needed to stimulate 
or discourage production. 

Not so with the leather industry. Its raw 
materials are hides and skins, principally 
from cattle, calves, sheep and lambs, goats 
and kids. 

They come onto the market as a by-product 
of meat packing, not as the tanning indus- 
try needs them for converting into another 
finished product. 

In normal times, and considering all the 
markets of the world, there is naturally a 
fair equilibrium between supplies of hides 
and consumption of leather. If shoes can 
be offered to the public at a reduced price, 
more pairs will be purchased within limits, 
while if the price goes up too high some of 
the prospective buyers will be inclined to 
hold off and to have the old footwear re- 
paired. 

In addition, stable prices of leather ex- 
tend the use of the commodity into other 
products, such as belting, upholstery, travel- 
ing cases, pocketbooks and the like, where 
it-displaces competing materials. 


‘Readjustment Slow 


UT these readjustments take time. At 

the culmination of the trade boom fol- 
lowing the war the leather industry had 
expanded like all others. When demand fell 
off sharply and prices fell precipitately, it 
found itself with surplus plant capacity, 
heavy inventories of goods in process, and 
raw hides in American warehouses and en 
route to this country from all parts of the 
world, attracted by the high prices. 

Prices of heavy hides in August, 1919, 
averaged 52 cents per pound, and in less 
than two years had declined to 10 cents. In 
the same period calfskins fell from 92.5 
cents per pound to 12.5 cents! 

Finished sole leather and calf leather did 
not decline so rapidly as did raw hides, but 
within three or four years was down to 
less than half of the peak prices. 

It will be recalled that at that time prac- 
tically all industries curtailed operations. 
Steel production dropped 70 per cent in less 
than a year, copper production dropped 60 
per cent, automobile output dropped 78 per 
cent, and so on down the list. But leather 
production decreased hardly at all due to 
the fact that large supplies of raw hides 


Prices of hides and leather have risen 
sharply due to the decrease in produc- 
tion and stocks 


Courtesy American Leather Producers, Ino. 


Where the raw material for the leather industries comes from—a scene in a western 
stockyard 


were forcing themselves on the market in 
an uninterrupted stream and had to be taken 
at a price and converted into useful leather 
by some one. 

People must continue to eat pretty much 
the same amount of food in good times or 
bad, and this means sustained operations for 
the packers and more hides for the tanners. 
Some authorities even state that in times 
of depression the consumption of meat actu- 
ally increases, as people are forced to give 
up the fancy and more expensive foods to 
return to the simple dishes. 


Paid Millions in Taxes on 
Paper Profits 


INCE processes of leather making are 

relatively slow, naturally the capital in- 
vested in inventories makes up the major 
portion of working assets, cash and receiv- 
ables being relatively low. The valuation of 
these inventories, therefore, is a determin- 
ing factor in the preparation of every bal- 
ance sheet and income account. 

When hide and leather prices are work- 
ing upward, the tanner is usually able to 
secure a profit larger than he would nor- 
mally get for the mere processing, due to 
the appreciation in inventory. In the down- 
ward movement, which eventually follows, 
the profit on tanning is diminished or even 
offset by the loss through inventory depre- 
ciation. Any experienced and _ judicious 
business man will therefore regard the ab- 


normal return during the upswing as partial- 
ly paper profits or as a cushion with which 
to absorb the expected losses when the re- 
action arrives. 

Well and good, but these financial state- 
ments are used not only by the management 
of the tannery, its stockholders and its 
banks, but by the government in checking 
the income tax returns. The government 
does not allow nor recognize any such pro- 
vision for what might be called future con- 
tingencies, and the only deductions from 
taxable income are on actual losses. 

As the tax rates after the war were at 
high levels, the tanning industry found it- 
self in a position where the inflated inven- 
tories required large payments in taxes, and 
a substantial portion of this “cushion” was 
thereby taken out of the industry. The 
profits were still largely on paper, but the 
taxes had to be paid in cash. 

In order to show the manner in which 
the situation worked out, we give below a 
table which has been compiled from the 
annual reports of the Treasury Department 
showing statistics of income for all corpora- 
tions in the industry. Starting with the years 
1918 and 1919, the inflation of inventories 
yielded enormous profits on which high taxes 
were paid out, while the years 1920 and 1921 
brought staggering losses, and the years 
1922 through 1924 (the latest so far avail- 
able) show losses continuing abnormally 
high: 

(Continued on page 203) 


Calendar 
Net Income 
$116,376,754 
241,384,410 
61,028,189 
57,064,636 
88,640,717 
72,388,337 
70,319,008 


— 
Number 


——Corporations Reporting Net Income——-—_—_, 
Total Tax 
$ 41,529,905 


Corporations 
Reporting Deficits 
Number Deficit 
290 $ 2,743,604 
229 2,027,518 
932 103,921,943 
1,203 105,909,355 
954 24,811,082 
982 36,136,492 
1,087 31,875,957 


Balance 
$ 74,846,849 
167,207,532 
46,216,818 
45,249,789 
78,226,420 
64,140,665 
62,282,163 


74,176,878 
14,811,371 
11,814,847 
10,414,297 
8,247,672 
8,036,845 


$707,202,051 


$169,031,815 


$538,170,236 5,677 $307,433,951 
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The 


BUSINESS WORLD’S. 


CHOICE 
of 


NATURAL STONE 
EXPLAINED 


REMARKABLE ttransformation is 

taking place in American building. 

On every hand now, examples of a finer 

architecture in natural stone are to be 

Select any city you please, a study 

of its buildings will reveal a tremendous 
swing to Indiana Limestone. 


seen. 


* * * 


Indiana Limestone is a dense, fine- 


3 PROFIT FACTORS 


that explain the swing to 
Indiana Limestone as given 
by leading authorities 


Artistic Indiana Limestone build- 
ings yield high income because 
they attract the best tenants. 


The exterior upkeep of Indiana 
Limestone buildings is less. No 
costly repairs or cleaning. The 
appearance of Indiana Limestone 
becomes more beautiful with age. 


Bankers and investment houses 
consider Indiana Limestone con- 
struction a preferred risk because 
of its durability. 


Both the Chicago and New York Straus 
buildings are of Indiana Limestone. 
Above is the New York building 


grained, light-colored stone; easily 
worked, yet practically everlasting. 
Most of the finest stone buildings in 
America are of Indiana Limestone from 
the quarries of this company. 


The extent and central location of 
the Indiana Limestone Company quar- 


The Straus Building on Michigan Boule- 
vard, Chicago, is evidence of thisinvestment 
jirm’s belicf in natura! stone 


ries make possible costs that compare 
favorably with those of any other nat- 
ural stone and even with those of sub- 
stitutes. 


Prospective builders are assured a 
service on Indiana Limestone second to 
none. The Indiana Limestone Company 
is a consolidation of 24 companies. Capi- 
talized at over $46,000.000.00, it has fa- 
cilities for handling any number of large 
contract operations. 


Whatever your interest in building, 
learn all about Indiana Limestone. We 
will mail a beautifully illustrated bro- 
chure free on request. When you write, 
tell us what type of building you are 
interested in. Address Box 776, Service 
Bureau, Indiana Limestone Company, 
Bedford, Indiana. 
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Which would you 


rather have- 


a check that announces 
itself safe and isn’t, or a check 
that does not announce itself 
with wavy lines or pattern to 
distress your eyes and is the 
safest of the safety papers? 
Ask your lithographer or 
printer for samples and a 
demonstration of the new 
safety paper 


GILBERT SAFETY BOND 


“Write today for sample book showing various types of litho- 
graphed and printed checks on this new safety paper. 


Uf 
V4 


MANUFACTURED BY 


GILBERT PAPER COMPANY 


Menasha - Wisconsin 


Safet y Papers’ | 


ASK YOUR LITHOGRAPHER OR PRINTER FOR SAMPLES AND PRICES 
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The Importance of Big Invisibles 


By A. G. EVERETT 


Many Items in Our International Trade That Are Unseen Figure 
Largely in Offsetting Our Favorable Balance. 
Folks at Home is an Outstanding Feature. Deposits of Foreigners 
in U S. Banks More Than Our 1926 Investment Abroad. 


IME was when calculations of the 
international financial balance of 
payments to and from the United 
States in its relations with other 
countries were represented by the total of 
imports as compared with exports and the 
theoretical transfer of gold or credit to 
make good such balance. The bulk of inter- 
national transactions consisted of the trans- 
fer of commodities and gold or credit pay- 
ments represented the small change of such 
transactions. 

That time has gone as completely as the 
days when the American flapper longed for 
the time when she could put up her hair 
and put down her skirts. Nowadays «the 
transfer of commodities, usually referred to 
as the export and import trade, amounts to 
only about five-eighths of the total trans- 
actions. 


Era of Big Invisibles 


HE “balance of trade,” once the bug- 

bear of international exchange experts 
and the subject of learned discussion of 
economists has shrunk until it is little more 
than half the amount of money spent abroad 
by American tourists. As Secretary Hoover 
says in his foreword to the review of the 
“Balance of International Payments of the 
United States in 1926,” issued by the De- 
partment of Commerce recently, “Our for- 
eign trade is now in an era of big ‘invisi- 
bles... . Our favorable merchandise bal- 
ance was $377,000,000. Our gifts to for- 
eigners in immigrant remittances and chari- 
ties were nearly equal to that sum; our 
payments to them for services to our tour- 
ists were twice as large; and our new loans 
to foreigners and other foreign investments 
were three to four times that sum. The 
amount paid for foreigners to us as interest 
on our loans and investments abroad was 
twice as much as the merchandise balance. 
Even the increase in the bank deposits held 
by foreigners in the United States was 
nearly equal to it.” 

One would fall far short of the mean- 
ing of such a review of the nation’s finan- 
cial relations with the rest of the world if 
it should not be realized that it is largely 
a review of American national life, a re- 
flection of the nation’s international social 
activities, a reflection of many national 
habits and customs, and in some degree :; 
measure of its international policies and 
politics. The review is of peculiar interest 
to bankers in that it covers that field of 
service represented by their profession. The 
average American bank comes as close to 
the American home as it does to the count- 
ing-house, and in the aggregate the im- 


mense financial transactions of the nation 
in its relations with the rest of the world 
represent as much of the private life of 
the people as they do of mere commercial 
activities. 


American People Have 
Changed 


F course, as the secretary suggests, the 

invisible items in our foreign trade and 
financial relations have always been much 
more important than is generally realized, 
and he places the aggregate invisible im- 
ports of the country in the thirty-five years 
previous to 1910 at something like $13,000,- 
000,000. But there have been revolutionary 
changes in the course of our international 
financial exchanges. Nor is it enough to 
indicate that the closing years of the last 
century were an era of railway building and 
other internal development in America in 
which European capital had a large part, 
with the result that our international finan- 
cial balances were largely controlled by in- 
terest payments to Europe on the immense 
capital investments of Europe in the United 
States, while on the other hand, especially 
since the great war, this country has _ be- 
come a creditor nation and interest payments 
run the other way. All this is true, but it 
is merely a part of the story, the more 
important feature of which is the fact that 
the American people have changed mate- 
rially. 

The outstanding feature of our inter- 
national financial relations today is the abil- 
ity and will of the people of the country 
to spend immense sums of money abroad, 
not only in investments but also for educa- 
tion, charity, and the support of the old 
folks at home. The relations of the United 
States with the older nations of the world 
have come to be more and more the rela- 


‘ tions of a child who has gone abroad to 


make his fortune, and, having finally estab- 
lished himself in prosperity, has commenced 
to discharge his debt to his family by con- 
tributing to its well-being in every way 
possible. This need not be taken too much 
as a matter of charity or too literally in 
the sense of blood relationship; rather it is 
an unconscious discharge of a natural though 
perhaps unrecognized international social 
duty—a result of social and economic laws 
more basic in their nature than mere busi- 
ness relations. 

To most of us it is an eye opener to 
be told that American charities and remit- 
tances of immigrants, for which this coun- 
try receives no material value in return, 
reach a third of a billion dollars annually 
with many smaller items not counted. Our 
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Support of Old 


tourists, in metaphorically visiting the old 
folks at home or paying unconscious tribute 
to older civilizations, spent abroad in 1926 
the staggering sum of $761,000,000, against 
which we can charge only $115,000:000 
spent by foreign tourists in the United 
States, of which $40,000,000 was spent by 
Canadians. The tourist balance against us 
was $646,000,000. In spite of wild wails 
from Great Britain and France this year 
about the disposition of American tourists 
to go cannily in their expenditures, it is 
evident that visiting the old folks at home 
represents a vast economic fact. 

The average expenditure of the American 
tourist visiting overseas in 1926 is estimated 
to have been $1,250. It requires little scan- 
ning of the passenger lists of vessels leaving 
the United States to establish the fact that 
this tourist drain reaches into almost every 
community in the country. Thousands of 
country bankers whose thoughts seldom turn 
to Europe or other parts of the world, save 
perhaps when they too are of the touris’ 
body, have been in touch with this move- 
ment of the people in the arrangement of 
letters of credit or other money supplies, 
in the purchase of steamship tickets or per- 
haps in the arrangement of an entire for- 
eign tour through metropolitan travel bu- 
reaus. The tourist business, of course, is 
the great outstanding item illustrating the 
part personal desires and ambitions have in 
the nation’s international balance. 


Emigrant Remittances 


once come the remittances of emigrants 
to the old countries, which amounted in 
1926 to a net charge of $287,000,000. These, 
too, reach almost every community in the 
land. So great has this business become in 
recent years that many communities sup- 
port banks which are in fact founded large- 
ly upon immigrant savings and immigrant 
remittances. 

Has the church missionary society any 
part in international finance? It has. One 
can picture the small bands of faithful 
women all over the United States, with their 
missionary meetings, their church suppers, 
their bazaars, with all their struggles and 
patient activities gradually accumulating 
pennies and dollars to feed the stream of 
more pennies and dollars flowing from the 
smallest and poorest rural churches as well 
as the largest city organizations to the cof- 
fers of those missionary boards which gov- 
ern great schools and universities as well 
as native churches in every land “from 
Greenland’s icy mountains to India’s coral 
strand,” and all to the amount of $46,000,000 
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annually. It is with such “meat doth this 
our Czsar feed that he has grown so great.” 

There are other “human” items in the 
list. The estimate of $40,000,000 remitted 
during the year for smuggled liquor im- 
ports naturally attracts attention. The esti- 
mate is attacked as being too small or too 
large according to the wet or dry inclina- 
tion of the challenger. One can at least 
admit that, whether too low or too high, 
the item is uncomfortably large. 

One interesting feature of any such a 
review lies in the important total of vari- 
ous items of apparently small moment. For 
example, the home administration of Ameri- 
can concerns manufacturing goods abroad 
for import into the United States gives us 
a credit of $30,000,000. Such concerns in- 
clude sugar mills in Cuba, oil properties in 
Mexico, paper mills in Canada and the 
like. Bunker coal and fuel oil for ships 
give us a $58,000,000 credit. American rail- 
way earnings on transit traffic afford a $14,- 
000,000 credit. Moving picture royalties net 
us $71,000,000. Insurance transactions are 
in our favor by $10,000,000. Ship chandling 
and ship repair net $6,000,000. These items 
alone account for more than the favorable 
balance of $186,000,000 held by the United 
States in the general miscellaneous state- 
ment as distinct from movements of capital. 
Short term interest and commissions on 
commercial transactions net us $21,000,000. 
Our long term private investments abroad 
bring us $678,000,000 as against $150,000,000 
we pay foreign investors annually on their 
investments in the United States. On the 
other hand, it is not encouraging to note 
that, in spite of the great losses the Ameri- 
can people have met in the maintenance of 
the American merchant marine, we paid in 
ocean freight last year about $62,000,000 
more than we collected. 

$8,033,000,000 in exports, visible and in- 
visible, and $8,542,000,000 in imports, visi- 
ble and invisible, are the totals presented 
in this government review. 

Changes in international banking accounts 
during the year afford a credit of $359,- 
000,000 against the estimated adverse bal- 
ance of $509,000,000. All this, of course, 
is covered by new American investments 
abroad, but this account of new investments 
is greatly complicated by investments of 
foreigners in the United States, by the net 
increase of gold shipments to the United 
States of about $100,000,000 and various 
important shifts in previous foreign invest- 
ments. 


Reducing Uncle Sam’s 
Mortgage 


N sofme respects the most illuminating 

feature of the nation’s financial position, 
from a banking standpoint, is the manner 
in which the idea that the United States 
is rapidly obtaining a cut-throat mortgage 
upon the rest of the world is exploded. The 
new investments of the United States abroad 
in 1926 amounted to $1,332,000,000, and 
American stocks and bonds were bought 
abroad by Americans to the value of $509,- 
000,000; foreign stocks and bonds were 
bought in small lots to the value of $115,- 
000,000, and redemption and sinking fund 
payments to foreigners amounted to $25,- 
000,000. This gives a total of private funded 
capital in our favor of $1,981,000,000. 
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But regard the pro contra charges: bond 
redemption and sinking fund payments, 
$270,000,000; sales and resales of foreign 
stocks, bonds and investments, $486,000,000 ; 
new direct investments by foreigners in the 
United States, $32,000,000; American stocks 
and bonds sold abroad, $636,000,000. -The 
total of such items is $1,424,000,000. Our 
favorable balance in such investments is 
$557,000,000. Allowing for an adverse bal- 
ance on miscellaneous account and a favor- 
able balance of $138,000,000 for net gold 
and paper currency imports, and we have 
the net balance of $509,000,000, above indi- 
cated—quite a tidy sum and distinctly on 
the right side of the ledger, but not such 
a sum as to picture Uncle Sam as the bloated 
monstrosity cringing Europe professes to 
fear. Other countries invested in Ameri- 
can stocks and bonds last year exactly half 
of what the United States invested in new 
financial issues or new undertakings in other 
countries. Much in the way of securities 
Europe sold us since the war have been re- 
sold to Europe. The fact is, as every banker 
knows or should know, there is a constant 
ebb and flow in such investments, moving 
one way today and the other way tomorrow, 
for us at one time and against us at an- 
other time. That the final balance is in our 
favor is gratifying and comforting. Never- 
theless it is not so conclusive as at first 
might appear. 

There is, for example, the fact that al- 
though we have placed $557,000,000 more in 
capital investments abroad in 1926 than other 
nations have placed in the United States, 
these other nations have increased their de- 
posits in the United States by $359,000,000 
above their deposits of the year before. On 
the face of things it might be disturbing 
to realize that there has been so great an 
increase in demand obligations of American 
banks to foreigners. Secretary Hoover re- 
ports that a questionnaire submitted to the 
most important international banks indicated 
that foreign deposits in American banks on 
Dec. 31 last were $1,443,000,000, or consid- 
erably more than sufficient to repay all 
money invested by the United States in new 
issues abroad last year. This increase in 
short term or demand obligations merely 
means that as an international banking in- 


stitution the United States has received more . 


deposits. 

Doubtless some of the money in due time 
and the ordinary course of business will 
be withdrawn or more probably used to buy 
future American exports. But the average 
balance is the average of deposits available 
for use as in any banking institution. This 
increase in deposits is a far better criterion 
by which to judge the position of the United 
States in the international financial world 
than are American investments abroad. 


Fundamental Financial 
Strength 


S a matter of fact and economics, it is 

an indication of the extraordinary 
strength of the financial position of the 
United States that, including investments 
abroad, we have any favorable balance at 
all. The great increase in American invest- 
ments in other countries carries with it 
certain attendant results. One is a return 
payment of one-fifteenth or more for in- 
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terest and amortization. Another is more 
or less direct pressure on the exchange mar- 
ket tending to stimulate investments and de- 
posits in the United States or other remit- 
tances to counteract our investments abroad. 
Moreover, in the long run international bal- 
ances must be settled by the transfer of 
commodities or by capital investments, and 
it has become so much a matter of course 
for creditor nations, such as Great [ritain, 
past and present, and France before the war 
—and perhaps even at present—to receive 
commodities in excess of exports in appar- 
ent settlement of a favorable international 
balance that such a condition or practice has 
almost assumed the authority of an eco- 
nomic law. 

In truth, usually British and French im- 
ports in excess of exports under such cir- 
cumstances are due to the fact that these 
countries need the goods. They are im- 
ported to be consumed. When such an ex- 
cess is not required, the adjustment of in- 
ternational balances is effected by increased 
investments or credits abroad. In the case 
of the United States, the commodity balance 
remains m our favor because, on the whole, 
the rest of the world requires American 
goods in greater value than the United States 
requires the products of other nations, 
Financial adjustment comes in other ways— 
increased credits abroad, increased deposits 
in the United States, increased capital in- 
vestments—in short, in that stupendous flux 
and reflux and ebb and flow of international 
human activity measured in the international 
money exchanges of the world, which is 
so well illustrated by the experience of the 
United States in the past few years. 


Invisible Imports Grow 


N these days of complicated international 

financial relations it is, as the Depart- 
ment of Commerce’s review indicates, diffi- 
cult, if not impossible, to make any accu- 
rate predictions as to the course of inter- 
national investments as to favorable or un- 
favorable balances of merchandise in trade 
or as to any particular trend of international 
finance. The review shows that “if our 
large invisible imports”’—which is another 
name for large expenditures abroad by tour- 
ists, remittances of immigrants, gifts abroad, 
payments of dividends on foreign invest- 
ments in the United States, and all similar 
charges—“should expand as rapidly as the 
income from our foreign investments, our 
favorable balance of trade might continue 
indefinitely.” 

In actual experience we find that all these 
“invisible import” items are increasing at 
least as rapidly as our export trade. 

Perhaps one should not agree with the 
government’s view that “large quantities of 
gold have come to us for the payment of 
nothing.” Pressure in these shifting trade 
currents of the world has forced gold here, 
although the exact source of the pressure 
may be somewhat obscure. True, such de- 
posits may vanish again under pressure from 
other sources, but in a general way the 
movement of gold, credit and international 
balances has been in the direction of the 
United States in obedience to economic laws 
and in response to trade and financial con- 
ditions, 
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FOR 
TRAVELERS 


Phe Fifth Avenue establishment of W & J Sloane, the famous floor-cov. 
ering and furniture house of New York, Washiogton and Sun Francisco. 


“SAFE TRAVEL FUNDS” 
says W & J SLOANE 


“Traveling as they do to out of the way and in some cases, haz- 
ardous markets, our buyers must have traveling funds which are 
absolutely safe: that is why we supply them with A-B-A Certi- 
fied Cheques, They are accepted everywhere, and afford complete 
protection against loss or theft.” 

This is the Statement of Mr. George H. Stevenson, Director of 
W & J Sloane. the well-known Fifth Avenue furniture and floor. 
covering establishment. 

A:B-A Cheques are the only certified travel cheques enjoying 
world-wide acceptance. Experienced travelers recommend them 
highly for use in the United States or abroad, because they are 
80 readily cashable, 


Buy Them at Your Bank 


A'B-A Cheques are certified by Bankers Trust Company, New York, Agent 
for the issuing banks, and are the only authorized travel cheques of the 
American Bankers Association, 


FREE: If going abroad, buy A-B-4 Fasuee from your bank and get 
your complimentary copy of Hurry Franck’, invaluable book, 
“AU About Going Abroad”, solid in bookstores for $1.00, 
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Power Farming Holds 
the Key to Farm Profit 


LeyeneCCORDING to the U. S. Department of 


VAN Agriculture there is more primary power 
>was! consumed in farming than in any other in- 
exes) dustry except transportation. Manufacturing 
uses only one-half as much. It is an impressive total, yet 
the more astounding fact is that by far the greater part 
of this total is still provided by human muscle, animal 
muscle, the pressure of the wind, and the weight of falling 
water, the ancient methods that prevailed in the days 
of the Pharaohs. 


It is not so in any of the other industries. All have mechanized 
themselves and have grown vastly more efficient. Agriculture alone 
lags behind. Today, notwithstanding the general acceptance of the 

. . . the man who _ mechanical power farming idea, the antiquated methods persist in 


many sections through pure weight of habit and inertia. 


seeks to stem the Even in the banner state of Iowa there are today but 30,000 
advance of power well face that all of Iowa's frm popula: 
farming «igh: 


an d swee Pp b ac k Promote efficient farming in your community. Lend the weight 
: . . of your judgment and your advice, backed by your financial aid, to 
the incomin g tide. the farmers and to the farm equipment dealers who serve them. 
Support a farm program to the end that antiquated tools and methods 
on the farms be replaced by modern, bigger-scale, labor-saving, 

cost-reducing tractors and equipment. 


INTERNATIONAL HARVESTER COMPANY 
606 So. Michigan Ave. of America Chicago, Ill. 


(Incorporated ) 
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The Negro Bank Movement 


By LEWIS ALEXANDER 


There Are Now Eighty Banks Owned and Managed By Colored 
People in the United States. Though Most of Them Have Not 
Been Long Established, They Have $22,000,000 in Deposits. 
Annual Convention of Their National Association to be Held. 


HE average banker takes rightful 
pride in feeling that he keeps up 
pretty well with what is happening 
in the financial world. 

So if a brief item were to appear in the 
columns of a metropolitan newspaper an- 
nouncing that an annual convention of a 
national association of negro bankers would 
be held this month, it is probably not as- 
suming too much to say that he would think 
he was being spoofed. If the same story 
recited that there were eighty banks wholly 
owned and operated by negroes with more 
than $22,000,000 in deposits, it would seem 
to be just as incredible. 

Yet the facts justify such a statement! 

Out of the 27,000 banks that make up the 
American financial structure, there are this 
number of banking institutions manned and 
oficered from teller to president by ne- 
groes. A recent survey revealed that these 


banks had 320,000 depositors. 
A Recent Development 


HE setting up of these institutions is 

largely a post-war development and re- 
flects the improving economic condition of 
the millions of colored people, who com- 
pose about one-tenth of the population of 
the United States. With the movement of 
the negroes in large numbers from the South 
to other sections of the country, the higher 
scale of wages prevailing generally in the 
industries and the larger opportunities for 
colored workers in the southern states, the 
negro is finding that he can save a little 
out of today’s wages for the needs of to- 
morrow. The colored bank is a natural con- 
sequence of this change. 

The revelation that there are as many as 
eighty banks, officered and owned by ne- 
groes, will come as a surprise to the aver- 
age banker; but an even greater surprise 
is that the colored bankers have their own 
national organization. Moved by the feel- 
ing that this group of banks had certain 
common problems, and that the individual 
bankers could profit from an interchange 
of ideas and experiences, the presidents of 
some of these institutions formed the Na- 
tional Negro Bankers Association. The first 
annual convention was held in Philadelphia 
last year and the second meeting is to be 
conducted at Durham, N. C., this month. 
The head of the national association is 
Major R. R. Wright, the president of the 
Citizens and Southern Bank & Trust Com- 
pany, of Philadelphia. 

Wright is a product of Georgia. For 
many years he was active in educational 
work among the colored people in the South. 
Before coming north to organize this bank 


in Pennsylvania, he was president of the 
State College of Georgia, at Savannah, 
where several hundred negro students were 
enrolled. He served as a paymaster during 
the Spanish-American War with the rank 
of a major, which accounts for his title. 


Negro Is Saving 


66 HE idea of thrift and financial re- 

sponsibility is not generally associated 
with the colored race,” he said. “The negro 
has been pictured for many years as a 
happy-go-lucky fellow, spending his money 
without thought of his needs of tomorrow 
and living a hand-to-mouth existence. While 
this tradition unfortunately has been largely 
justified, his status is changing: the negro 
is rising in a financial way. 

“There are about 12,000,000 colored people 
in the United States. Our figures show 
that they have about $22,000,000 deposited 
in the banks that are managed and owned 
by the negroes, and it is estimated that they 
have about three times this amount in other 
banks. The colored insurance companies 
have resources of about $500,000,000, while 
the value of the property holdings of the 
colored people is fixed at $3,000,000,000. 
This is independent of the church property, 
which is worth approximately $100,000,000. 
These figures show that the negro is coming 
along financially, although his progress has 
been naturally slow and meager as com- 
pared with the white race. However, there 
are several colored millionaires in the United 
States today. One of the directors of our 
bank has a business that is probably worth 
a half million dollars. 

“By citing these large figures I do not 
want to give the impression that the average 
negro has taken zealously to the idea of 
thrift or that his ability to manage money 
has shown any revolutionary change. The 
truth is that one of the two greatest prob- 
lems we negro bankers face is to persuade 
the colored man that he should save a part 
of what he makes today for the uses of 
the future, and that he becomes just so 
much a better citizen as he accumulates 
money in the bank and acquires a holding 
of property. The average deposit in the 
colored banks is only $69, which is low com- 
pared with the per capita deposits for. the 
country. However, we realize our progress 
must be slow. It takes time to change the 
financial habits of any people. 


Appeal Is Simple 


— colored bankers from the outset 
have realized that if their appeal is 
to meet with success it must be simple and 
give some definite incentive for saving. We 
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are suggesting to the people of our race 
that they save to get a home and lay away 
enough to give their children an education 
that will fit them to go into business or 
to be something more than unskilled work- 
ers. Looking at the operations of the col- 
ored banks as a whole, it would appear 
that a savings bank business is the principal 
activity and that most of their loans are 
made for the purpose of enabling the bor- 
rowers to buy homes. Most of them have 
checking accounts, do a certain amount of 
commercial banking, and accept trust busi- 
ness. 

“The greatest problem that the colored 
banker has is to gain the confidence of the 
members of his race and to convince them 
that he has the ability, skill, and integrity 
to be intrusted with their money. There is, 
of course, a great deal of ignorance among 
negroes as to the functions of a bank, but 
they know in a general way that it requires 
a high degree of skill to operate a bank 
successfully and that the safety of their 
money depends mainly on the honesty of 
the management. The negro banker must 
be a man of high standing among his own 
people and worthy of their trust before they 
will place their money in his keeping. The 
colored banker lacks the background that 
the white banker enjoys. He has not been 
put to the test for a comparable length 
of time because the negro bank is relatively 
new in the financial world. A reputation 
for square dealing, which is vital in bank- 
ing, is not won in a day, but is built up 
gradually. To be perfectly frank, the col- 
ored banker realizes he must win the con- 
fidence of the people he is seeking to serve. 
He must prove to them that-he can stand 
financial responsibility. 


Much Hoarded Money 


é6 URING the past few years there 

have been a number of bank failures. 
This has made many colored people afraid 
to deposit their money in any kind of a bank. 
There is a great deal of hoarded money 
among negroes, many of whom seemingly 
have more faith in a stocking, stuffed under 
a mattress, or an old jar hidden away in the 
pantry than they have in a regular financial 
institution. Many of them carry their whole 
savings on their person. 

“Not long ago an old woman came into 
the bank and made a deposit of $1,500. She 
told me that she had been carrying this sum 
in bills, tucked away in her bosom, for many 
months. When it was explained to her that 
she could put this money to work for her 
and earn interest, she was astounded. It 

(Continued on page 194) 
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As Cartoonists View Events of the Day 


a 


She Can’s Blame Him for Not Want- The Real Experts Report for Duty— Crowding Some of the Old Timers 
in to Adopt Any More—Orr in the Orr in the Chicago Tribune. Off the Front Page—McCutcheon in 
the Chicago Tribune. 


Chicago Tribune 


: 


4 
F| 
‘ 
chile 
aa 
4 


The Steel Master’s Monument—Mc- Not the Best Way in the World to Will There Be Anv for Him?— 
Cutcheon in the Chicago Tribune. Build Up Trade—Ding in the New Morris in the Passaic Daily News. 
York Herald Tribune. 


LISTEN M'DEAR 
THOSE PEOPLE 
CANAFFORD A 

PET ELEQHANT 
way CAN'T we? 


A Real Old Southern Welcome!— Keeping Up with the Neighbors— If Thewd Help Instead of Hinder 
Alley in the Memphis Commercial Cargill in the Emporia Gazette. They Might Get There Faster—Ding 
in the New York Herald Tribune. 


Appeal. 


Se 
= 
| 
: | 
FERS.) L Wy 


September, 1927 . AMERICAN BANKERS ASSOCIATION JOURNAL 


A Distinctive Service for 


Banks and Bankers 


HROUGH a special division handling exclusively the 
accounts of banks, a service is offered which is 
complete, efficient and distinctive. This division, in 


charge of four officers, is coordinated by the senior 
officers with other divisions and departments of the 
two banks. Our service for banks and bankers, 
developed since 1863, is completely outlined in a booklet 
which bankers have found helpful. We will gladly 


mail you a copy on request. 


FIRST NATIONAL 
BAN Kor CHICAGO 


FIRST TRUST AND 
SAVINGS BANK 


Frank O. Wetmore, Chairman Resources exceed 
Melvin A. Traylor, President $ 450,000,000.00 
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in the private office of the 


Seock Model Fandolier-Chandelier 


FANDOLIER- 
CHANDELIER Trust Company, Elizabeth, N.J., and giving ‘‘Air Comfort’’ in place of 
stagnant air conditions in winter, as well as relief from heat in summer. 
Producing mot strong, paper-disturbing fan blasts, 
es, pee eae but diffused air currents, which cool but without an- 
propelsgreat volumes Oyance, and make for permanency. 


of air, which this 


ne SOR At the left is shown the Stock Model, in statuary 


M< up into intermit bronze, ready for immediate deliveries. 
" tent currents of 
diffused air waves “¢ 
and covers wider A beautiful catalog will be sent at your request. 
areas, producing 
comfort without 


annoyance. Tue Sarety Car HEATING AND LIGHTING COMPANY 
Fandolier Sales Division, 75 West Street, New York City 


When writing to advertisers please mention the American Bankers Association Journal 
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Proper Investment of Trust Funds 


By J. HUGO GRIMM 


Vice President and Trust Officer, The Boatmen’s National Bank, St. Louis, Mo. 


The Trustee Must Have Special Power and Authority to Go Out- 
side of the Field of Legal Investments. In Some States Stocks 
May Be Bought With Trust Funds But in Others This Is Barred. 
The Most Recent Statement of What is Required of Trustees. 


F the many problems that the trus- 
tee is called upon to meet, that of 
properly investing the funds of the 
trust is one of the most important 

and delicate. On the one hand he must in- 
vest the trust funds safely, but on the other 
hand he must invest them wisely so as to 
produce a fair income. Just how to invest 
often becomes a serious problem, which be- 
comes more difficult and trying when the 
beneficiaries importune the trustee to make 
certain investments, as to the wisdom of 
which he may not be satisfied. 

The beneficiaries will desire what they re- 
gard as an adequate income though it in- 
volves some risk which the trustee knows 
should not be taken. If he yields to the 
demands of the beneficiaries, he places him- 
self in a most unfortunate position; if the 
venture turns out profitably it will be said 
that he was driven to make the investment 
by the insistence of the interested parties and 
that if he had been permitted to have his 
own way the trust estate would have been 
out a large amount of money; while, on the 
other hand, should loss result the courts 
would not only hold him liable and require 
him to make good the loss, should the invest- 
ment not be of the character permitted by 
law, but would criticize him for failing to 
do his duty. 


Circumstances Govern 


F the beneficiaries happened to be sui juris, 

the trustee might be protected in case of 
loss resulting from investments made at their 
behest, but this could not be stated as a gen- 
eral principle, since whether he would be 
justified in his conduct would depend on 
circumstances. If, for instance, the bene- 
ficiary were a woman inexperienced in the 
matter of investments, or a young person 
inclined to extravagance, or perhaps suffer- 
ing from protracted illness or impaired in 
intellectual powers, the courts would most 
likely hold that the very purpose of the 
settlor in creating the trust was to protect 
the beneficiaries from their lack of experi- 
ence, heedlessness or improvidence, and to 
substitute the sound judgment of the person 
selected as trustee for that beneficiary. 

The jealousy with which courts guard the 
interests of beneficiaries in trusts and their 
strictness in holding the trustees to a high 
degree of vigilance, fidelity and ability, is no 
doubt in a large measure due to the fact 
that in so many cases the very purpose of 
the trust is to provide for and protect per- 
sons who, for some reason or other, are 
regarded as incapable of successfully man- 


cS 
RFRA 


Safety and Yield 
[NVESTING trust funds 


safely, but in such a way 
as to produce a fair income, 
is one of the mce problems 
that a bank or trust com- 
pany faces in acting in the 
capacity of a trustee. While 
the public does not gener- 
ally realize it, the trustee ts 
closely bound by statutes im 
many states and by general 
principles or rules of the 
court everywhere. In this 
article Judge Grimm tells 
succinctly what is required 
of the corporate trustee, 
with its special skill in the 
making of investments. 


aging the estates provided for their benefit. 

There is the further thought that a trustee 
may be tempted to take advantage of his 
position for his own benefit, or at any rate 
to indulge in speculation with his princi- 
pal’s money. 


The General Principles 


AVING in mind the general purpose of 

the trust, the confidence placed in the 
trustee, the more or less dependent position 
of the beneficiaries, the possibility of the 
trustee taking advantage of his position, as 
well as the frailty of human nature, the 
courts have laid down some general princi- 
ples governing the conduct of trustees which 
require of them the highest fidelity, and 
which have been applied with strictness and, 
in some instances, almost ruthlessly. 

The trustee must act with the highest 
fidelity; he himself may not purchase from 
or sell to the trust estate, and if he does 
the transaction may be set aside at the re- 
quest of the beneficiaries, regardless of the 
purity of the trustee’s motives or the fair- 
ness of the transaction; he must manage 
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the estate prudently and wisely and must 
exercise care and skill not only to invest 
the trust funds safely and productively, but 
he must watch the investments made by 
him and also the securities received from 
his grantor, and dispose of them and reinvest 
in other securities where circumstances arise 
which make such course advisable. 

The investment of funds of a trust estate 
is regulated by statute in many of the 
states, and by general principles or rules 
laid down by the courts in the absence of 
statutory regulation. Even in states where 
the subject is covered by statutes, the courts, 
in applying them, have recourse to these 
general principles, and it is the general 
principles which it is my purpose to discuss. 

At the outset, let me call attention to the 
fact that “The first duties of a trustee tak- 
ing charge of an estate is to call it in pre- 
paratory to investment. The extent to which 
he must go in calling in the estate and con- 
verting it in investments which are legal, 
depends upon the provisions of the trust 
instrument and the law of the state in which 
he acts. The instrument itself may author- 
ize him to continue the investments made by 
the creator of the trust, or the law may 
authorize such continuance. In the absence 
of one or the other of such provisions, it is 
the duty of the trustee to call in the estate 
and convert investments which are not legal 
for trustees into investments which are legal. 
In the absence of specific authority, he can- 
not continue an investment simply because 
it was made by the creator of the trust.” 

If this principle were generally under- 
stood we would not hear so much criticism 
about trust companies disposing of stocks 
and other non-legal securities received by 
them, some of which they would no doubt 
be glad to continue to hold if they could do 
so without violating their duties as trustees. 


The Trustees’ Powers 


HE trustees are clothed with the power 
and charged with the duty to invest and 
keep safely and productively invested the 
funds of the trust in such property and se- 
curities as are recognized by law as appro- 
priate for trust funds, or such as are ex- 
pressly authorized by the trust instrument. 
The trustee then must first look to the 
trust instrument to determine his powers and 
rights in the matter of investments. 

Where the trust instrument contains spe- 
cific directions as to the manner of invest- 
ment, the trustee may not only follow such 
directions but indeed it is his duty to do so, 
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for surely the creator has the right to pre- 
scribe how the property given by him shall 
be invested. In some cases the language of 
the instrument is so clear as to leave no 
doubt as to the intention of the creator to re- 
quire the trustee to make specific investments 
or permit him in his discretion to invest in 
securities other than those regarded as legal 
securities for trust investment. In man) 
instruments, however, the language is not 
clear, and judicial construction becomes 
necessary. It may be stated as a general 
principle that in order to justify a trustee 
in investing in securities other than those 
prescribed by statute or permitted by the 
court decisions, his power to do so must 
clearly and unequivocally appear from the 
language of the trust instrument. I recall 
a case in New Jersey in which it was held 
that the discretion given the trustee to in- 
vest in securities was merely a discretion to 
choose from the classes of securities recog- 
nized by the courts as proper securities for 
trust investments. 

Where the trust instrument does not clear- 
ly give the trustee power to exercise his 
discretion in making non-legal investments, 
a situation which very frequently arises, he 
must limit himself to what may be called 
legal investments, and the question then 
arises, “What are generally regarded as legal 
investments for trust funds by the courts 
in the absence of statutes?” 


_ Investments Legal in All States 


Gry courts quite generally agree that in 
all but exceptional cases a trustee may 
invest trust funds in the following classes 
of securities, to-wit: - 

1. United States bonds, and state and 
county bonds of the state where the trust 
is created, and generally he may invest in 
bonds issued by other states of the Union. 

2. He may invest in first mortgages or 
unincumbered property, but he must see that 
the title to the property is good, the prop- 
erty must be located in the state where the 
trust is to be administered, the mortgage 
must be a first lien and the investment must 
be not more than 50 per cent or, at the most, 
6624 per cent of the appraised value of the 
property. 

A trustee may invest in such securities 
without laying himself open to charge of 
having failed to exercise proper care, pru- 
dence and diligence, unless in the case of 
a particular security it is generally known 
or readily ascertainable by inquiry that cir- 
cumstances exist which impair its value. 


Investing in Stocks 


important and interesting ques- 
tion which has frequently engaged the 
attention of the courts is whether a trustee 
may in the absence of express authority 
given by the trust instrument or the statute 
invest trust funds in stocks of corporations. 
Much has been said and written on both 
sides of the question, and the courts have 
expressed divergent views on the subject. 
The majority of the courts have held with 
the New York courts that the investment 
by a trustee in such stocks is unwarranted, 
that a trustee so investing must be regarded 
as a matter of law as not having exercised 
due care and diligence in so investing the 
trust fund. On the other hand, the courts 
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eof Massachusetts and several other states 
have declined to adopt this principle and 
take the position that an investment by @ 
trustee in corporate stocks may or may not 
be justified depending upon circumstances. 

An excellent review of the law on this 
subject, its development and the reasoning 
underlying the two opposing doctrines will 
be found in an opinion of the Supreme Court 
of Michigan in the case re Buhl’s Estate, 
211 Mich 124, decided 1920. 

After reviewing the opinions handed down 
by the courts in the early English cases 
and in the cases that established the so- 
called New York rule and the Massachu- 
setts rule, the Michigan Supreme Court 
said: 

“A consideration of these decisions and 
the reasoning of the judges on which they 
are based leads us to hesitate about laying 
down any definite rule as to the class of 
securities in which trustee may legally in- 
vest. We are unwilling to say that such 
investments can only be made in govern- 
ment, state or municipal bonds or loans on 
real estate mortgages, nor do we hold that 
an investment in these under all circum- 
stances would relieve the trustee from lia- 
bility in the event of loss. Neither do we 
say as a matter of law that investment in 
stocks and bonds of other corporations is 
always to be permitted. The variety of in- 
vestments now open to the public, many of 
them seemingly permanent and safe, and in 
which so many careful and prudent men in- 
vest their own money, renders it unwise to 
attempt to define the securities in which such 
investments can be made.” 

The court decided that the trustee need 
not make good a loss resulting from in- 
vestment if preferred stocks of a private 
corporation, following the Massachusetts 
rule, although it did not say so in so many 
words. 


Difference in Application 


COMPARISON of the rulings of the 
New York and Massachusetts courts 
and of the language used by them respec- 
tively will, I believe, disclose that there is 
no disagreement between them as to the 
underlying principle with respect to the 
duties of a trustee in the matter of invest- 
ing trust funds; both courts point out his 
duty to invest as distinguished from specu- 
lating; both recognize his duty to be dili- 
gent, careful and prudent, and hold him to 
such knowledge as is fairly available. The 
difference is in the application of these prin- 
ciples, the New York court holding as a 
matter of law that the purchase of stocks 
in a private corporation is a speculation and 
cannot under any circumstances be justified 
as an investment, whereas the Massachusetts 
court takes the position that stock in a pri- 
vate corporation is not necessarily specula- 
tive, but may be a sound investment. 
It is quite evident that the New York rule 
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makes for certainty, and to this extent js 
a boon to the trustee, but on the other hand 
will probably work a reduced income to the 
beneficiaries of the trusts. 

If it were true that all stocks are 
speculative and less secure as investments 
than loans on real estate mortgages, or goy- 
ernment, state or municipal corporations the 
greater security, of the latter might well be 
regarded as fully compensating for the 
smaller yield, but this is a matter upon 
which there might well be some difference 
of opinion. That there are some corporate 
stocks which are safer as investments than 
some county bonds or real estate mortgage 
loans will hardly be denied. 

But, whatever one’s individual view may 
be as to the respective merits of the New 
York and the Massachusetts rules, a trustee 
who wishes to be on the safe side will care- 
fully avoid the purchase of corporate stocks 
if the trust estate is being administered in 
a state in which the New York rule is fol- 
lowed. 


The Two Extremes 


ANY states of the Union have under- 

taken to regulate by statute the invest- 
ment of trust funds in cases where the trust 
instrument fails to give specific authority. 
Some of these statutes, like that of New 
Hampshire, allow a wide range of invest- 
ments, while others, like that of Pennsyl- 
vania, restrict them to practically those per- 
mitted by the courts in the absence of stat- 
utes, the provisions of the other states 
following in between these extremes. Many 
permit investments in stocks of certain 
classes of corporations. But even where 
investments in stocks are permitted the 
trustee should not only make diligent inquiry 
as to their safety and desirability as in- 
vestments, but should avoid investing a large 
portion of his fund in any particular stock 
or in different stocks, for the courts would 
no doubt condemn as unwise and imprudent 
the placing of “too many eggs in one 
basket.” 

A comparatively recent decision of the 
Supreme Court of the state of Wisconsin, 
in the case re Allis Estate, 209 N. W. 946, 
illustrates the attitude of courts toward 
trustees, and particularly corporate fiduci- 
aries. 

The trustees had purchased 1150 shares of 
the preferred stock of the Chicago, Milwau- 
kee & St. Paul Railroad at $161 per share 
and seventy-five shares of the stock of a 
public utility company of Milwaukee at $75 
per share. The railroad discontinued the 
payment of dividends and the stock suffered 
a violent decline in price, and the price of 
the utility stock also declined, although it 
continued to pay its dividends and was in 
a sound financial condition. It was sought 
to hold the trustees for the loss resulting 
from their retaining these stocks. 

The will granted the trustees full power 
to invest the estate and to continue it “as 

. invested at the time of my death... 
or to change such investment,” and this was 
held to authorize the investment by the 
trustees in the stocks in question. 

At the time of the investment in the rail- 
road stock such investment was authorized 
by statute, but later the statute was re- 
pealed. 

(Continued on page 202) 
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Eight Special Trains to Houston 


LANS have been completed for eight 

special trains to carry the bankers 

of the nation to the fifty-third an- 

nual convention of the American 
Bankers Association at Houston, Tex., on 
Oct. 24-27. Three special trains will be 
run from New York. From Chicago a large 
number of bankers will proceed to Texas on 
the Chicago Special, which will be run in 
three sections. A special train will move 
from the Pacific Coast to Texas, while the 
bankers from the southeastern states will 
get under way from Atlanta on the South- 
eastern Special. A Kansas-Oklahoma spe- 
cial, starting from Kansas City, Mo., will 
transport the bankers from the middle west- 
ern states, while an Ohio Bankers’ Special 
will be run from Cleveland. 

While these special trains, made up of 
the best equipment that the American rail- 
roads have, will accommodate several hun- 
dred bankers, a considerably greater number 
will move to the convention by the regular 
modes of travel. It is expected that the 
aeroplane will be utilized to a greater ex- 
tent than ever before as a means of trans- 
portation. As there are several established 
steamship lines to Texas ports, a number 
of bankers will take the more leisurely sea 
voyage to the convention city. So when 
bankers from all sections of the United 
States move to Houston by rail, air, sea and 
highways, it is anticipated that a large and 
representative group will be in attendance 
at the “farthest-south” annual convention 
yet held by the American Bankers Associa- 
tion. 


HILE the Houston bankers will act 

as hosts to the delegates throughout 
the week of Oct. 24, the bankers in St. 
Louis, Nashville, New Orleans, Dallas and 
other cities are planning to entertain the 
delegates while they are en route to the 
Texas convention city. Invitations have 
been issued by bankers in several Texas 
cities to the delegates urging them to see 
their towns before going home. 

The three special trains from New York 
will proceed to Houston by way of St. 
Louis and Dallas. 

The New York Central special will de- 
part at 2 o’clock on the afternoon of Oct. 
20. It will arrive at St. Louis at 1.50 o’clock 
the next afternoon and will leave for Dallas 
after a stopover of four hours. The bank- 
ers on this special will arrive in Dallas at 
lla. m. on Oct. 22 and leave at 11.30 o’clock 
that night. The train is scheduled to reach 
Houston Sunday morning, Oct. 23, at 9.15. 

The Pennsylvania Railroad special will 
leave New York on Oct. 20 at 1.45 p. m, 
arriving at St. Louis at 1.35 the next after- 
noon. It is scheduled to depart from St. 
Louis after a stopover of three hours, so 
that it will reach Dallas at 10.30 a. m. on 
Oct. 23. After remaining there until 12.55 
am. on Oct. 23, the train departs for Hous- 
ton, arriving at 10 o’clock that morning. 

The Baltimore & Ohio special is sched- 
uled to leave New York at 12.36 p. m. on 
Oct. 20. There will be a stopover of a few 


hours at St. Louis, the departure being fixed 
for 6.45 o’clock on Oct. 21. The train will 
reach Dallas at noon on Oct. 22 and re- 
main until late that night. It is due at 
Houston at 9.30 on the morning of Oct. 23. 


Chicago Special, which will be run 
in several sections, will leave Chicago 
at 10 o’clock on the night of Oct. 20. Spe- 
cial cars from Michigan, Iowa and Indiana 
will make up part of the movement, while 
bankers at St. Louis and Nashville are ex- 
pected to join this party. The bankers are 
due to arrive at Nashville at 10.30 o’clock 
on Friday morning, an invitation having 
been extended to them by the Nashville 
bankers to make a tour of the city and to 
be their guests at luncheon and golf at the 
Nashville Country Club. The bankers will 
stop over for breakfast at the new Edge- 
water Gulf Hotel at Biloxi, Miss., on 
Saturday and will motor over the Missis- 
sippi Gulf Coast to Pass Christian. Board- 
ing the train shortly after noon, the bank- 
ers will arrive at New Orleans at 3 o’clock. 
The New Orleans bankers are planning to 
entertain the visitors with a boat trip to 
enable them to view the city and the new 
Industrial Ship Canal. The boat will dock 
at the Southern Yacht Club, where there 
will be a dinner dance. The departure from 
New Orleans is fixed for 10 o’clock that 
night, with arrival at Houston the next 
morning at 8 o’clock. Returning, the Chi- 
cago Special will leave Houston at 2 o’clock 
on the afternoon of Oct. 27. As the ticket 
to be adopted is the winter tourist rate 
to Galveston, any return route may be se- 
lected. 

The bankers in the southeastern states 
will concentrate at Atlanta. A special car 
will originate in Richmond, Va., for the 
Virginian bankers, and three special cars 
will be used by the North Carolina bankers 
and two special cars by the South Carolina 
bankers. The special train will be made up 
of these cars and others, which will trans- 
port the bankers from Georgia, Tennessee, 
Alabama and Florida to Houston. Departure 
from Atlanta is fixed for 7 o’clock on Fri- 
day evening, Oct. 21, with arrival at New 
Orleans Saturday morning at 9 o’clock. The 
southeastern bankers and those on the Chi- 
cago Special will be the guests of the New 
Orleans bankers on the boat trip and at the 
dinner dance at the Southern Yacht Club. 
At the conclusion, the southeastern bankers 
will board their special train and proceed 
to Houston, arriving there on Sunday 
morning. 

The Ohio Bankers Special will go to 
Houston by the way of Cincinnati, Ashe- 
ville, N. C., Chattanooga, Memphis, New 
Orleans, Galveston, and San Antonio Hot 
Springs. A stopover at Asheville is planned. 
The train will leave Cleveland on Oct. 19, 
arriving at Houston on Oct. 24. The spe- 
cial is scheduled to leave Houston on Oct. 
28, returning to Cleveland on Nov. 1. 

The Pacific Coast bankers’ delegations 
will concentrate at Los Angeles, where 
the special train will start for Texas on Oct. 
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20. Saturday the delegates will be the 
guests of the Dallas bankers. In the after- 
noon, the visitors will be their guests at a 
celebrated inter-sectional football game be- 
tween the University of Texas and Vander- 
bilt University. In the evening the com- 
bined Dallas bankers are to be the hosts at 
a large banquet. The Texas State Fair, 
which is one of the largest attractions of 
its kind in the country, will be visited by 
the bankers during the day.. There will be 
a meeting of the bankers from the Atlantic 
and Pacific seaboards at Dallas, as the three 
New York special trains will bring the dele- 
gates to Dallas to be the guests of the 
bankers of that city at about the same time. 

A special movement of Kansas and Okla- 
homa bankers has been arranged by the 
Santa Fe railroad. The train will originate 
at Kansas City, where bankers may con- 
veniently mobilize from a considerable area, 
on Oct. 21. Other bankers will join at 
Lawrence, Topeka, Emporia, Ottawa and 
other main line points. Special Pullmans 
will be started from Wichita and Oklahoma 
City and other points en route. The bank- 
ers will arrive at Oklahoma City at 7.35 
a. m. Saturday morning, where they will be 
the guests of the local bankers for break- 
fast and a drive over Oklahoma City. These 
midwestern bankers will arrive at Dallas 
late Saturday afternoon in time for the 
“Where East Meets West” banquet. They 
will arrive at Houston at 8 o’clock on the 
morning of Oct. 23. 


T Houston, the local bankers have ar- 
ranged an unusual and inviting enter- 
tainment program. Announcement has been 
made that the French liner Lafayette, which 
was formerly on the trans-Atlantic passen- 
ger service, has been chartered for the boat 


trip for visiting bankers. The liner will 
sail down the Houston Ship Channel and 
out into the Gulf of Mexico, returning via 
Galveston. 

Those desiring to obtain any information 
regarding the various special trains may 
write to the following: 

New York Central Special: A. E. 
Brainard, assistant general passenger agent, 
466 Lexington Avenue, New York City. 

Pennsylvania Railroad Special: W. E. 
Eastman, passenger representative, 390 
Seventh Avenue, New York City. 

Baltimore & Ohio Special: J. B. Scott, 
general eastern passenger agent, 15 West 
Thirty-third Street, New York City. 

Chicago Special: Harry Wilkinson, edi- 
tor, Chicago Banker, 431 S. Dearborn Street, 
Chicago, Ill. 

Southeastern Special: Haynes McFadden, 
secretary, Georgia Bankers Association, At- 
lanta, Ga. 

Kansas-Oklahoma Special: W. W. Bow- 
man, secretary, Kansas Bankers Associa- 
tion, Topeka, Kan. 

Ohio Bankers Special: D. Jay Culver, 
Travel Department, Cleveland Trust Com- 
pany, Cleveland, Ohio. 

Pacific Coast Special: J. Dabney Day, 
president, Citizens Trust & Savings Bank, 
Los Angeles, Cal. 


The Condition of Business 


Good Business for the Year 1927 Up to the End Seems to Be 


Assured by Forecasts. 


Upward Movements in Farm Products 


Put Farmers in Happier Frame of Mind. Reduction in Federal 
Reserve Rediscount Rate Not Made to Stimulate Industry. 


USINESS forecasts seem quite gen- 
erally agreed that the outlook is 
favorable, that there will be a con- 
siderable expansion this fall and 

that good business appears to be assured for 
the year 1927 up to the end. 

Comments on the present trade position 
are not so uniform. Reports of the various 
authorities, speaking from their different 
viewpoints and experience, and often guided 
by their individual indexes, indicate that the 
usual seasonal recession this summer has 
been considerably more than normal, or 
that business has been maintained much more 
actively than normal, or that there have been 
no fundamental changes whatever. The 
more one reads the more indefinite the pic- 
ture becomes. Our own “guess,” judging 
from the reports that come into the large 
commercial banks and confirmed by the con- 
dition of customers’ financial statements re- 
ceived, is that general trade this summer 
has run along in very substantial volume, 
and while its aggregate may not quite meas- 
ure up to the record year 1926, usually used 
for comparison, if one looks back a few 
years previous the current figures make an 
impressive showing indeed. 


Farmers Are Happier 


a prices recently have been 
featured by sharp upward movements 
in several articles. It is noteworthy that 
practically all of these advances occurred in 
agricultural products, so that, combined with 
the optimistic, prospects for abundant har- 
vests, the farmers are in the happiest frame 
of mind for some years back. Current quo- 
tations on cotton are up approximately ten 
cents per pound from the 1927 low point, 
while gains have also been made in wheat, 
corn, oats, rye, cattle, hogs and wool, which 
together will add several hundred millions 
of dollars to the agricultural income. 

The cotton crop is estimated at 25 per cent 
under last year but present prices indicate a 
larger money return to growers. 

Most industrial materials, on the other 
hand, show little change or else slight de- 
clines, so that the composite of all com- 
modities still stands around the level of the 
last several months, but perhaps 5 per cent 
under what it was in September, 1926. No 
drastic price declines are looked for, and the 
tendency rather seems to be toward firm- 
ness and possibly slightly higher prices this 
fall, barring the occurrence of overproduc- 
tion, excessive competition, etc. 

The stock market as a barometer still 
receives careful attention as for years past, 
and justly so, for it reflects the sum total 
of available knowledge, particularly of in- 
dustrial leaders, investors and traders who 
have fortunes at stake on their judgment, 
who make it their business to know condi- 


Falling interest rates (dotted line) 
force cut in Reserve Bank rediscount 
rate (full line)—New York market. 


tions and spare no money or effort to look 
into the future as far as possible. 
Certainly the action of the securities mar- 
kets shows confidence that prosperity in this 
country is due to continue. The rallies which 
took place after the sudden break when the 
Coolidge announcement was made, and which 
have now carried quotations up again over 
practically all the ground that was lost, testi- 
fy as to the strong forces in control. Of 
course, not all individual stocks nor groups 
are at record heights by any means, and 
perhaps traders have become overstimulated 
by all the talk of “easy money” and con- 
servative brokers do not appear to be bullish. 


Factors in the Money 
Situation 


ITH the pronounced downward trend 

of money we do not desire to voice 
any criticism, for interest rates adjust them- 
selves to their natural levels by the basic 
economic law of supply and demand, and 
neither the talk nor the action of individuals 
has any lasting effect. What we should like 
to do, however, is to explain some of the 
circumstances in connection with the recent 
lowering of rates. 

One of the immediate causes of this eas- 
ing in rates during recent weeks was the 
purchase by the Federal Reserve banks of 
government securities which in the four 
weeks ended August 24 increased $60,000,- 
000. The more remote and fundamental 
factors, however, are as follows: 

(1) The easy condition of the Federal 
Reserve System is mainly the result of 
large imports of gold, which have increased 
its reserves some $170,000,000 during the 
last year. (2) Loans and investments of 
member banks have expanded $776,000,000 
during the past year and stand around the 
highest level in history. (3) Of this expan- 
sion 46 per cent has gone into loans secured 
by stocks and bonds, and 37 per cent into 
security holdings by banks. (4) The re- 
maining 17 per cent, classified as “All other 
loans and discounts,” is usually referred to 
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as representing the “commercial loans,” the 
correctness of which is open to doubt, since 
it is well known that volume of business 
this year has been running below 1926 and 
therefore requires less bank credit, and 
equally well known, to bankers at least, that 
many commercial concerns borrow on their 
unsecured note and use the funds to carry 
securities. (5) Strictly stock exchange loans 
made by New York banks for their own 
account, and (to a considerably larger 
amount) for the account of out-of-town 
banks, still stand near the all-time peak 
and are up $450,000,000 since February. 

(6) The reduction in Federal Reserve re- 
discount rates was not made because busi- 
ness needed the stimulation, for the Chicago 
Reserve Bank, representative of the West 
with its crop-moving demands coming on, 
has not lowered the rate, while New York, 
with eastern business not using so much 
funds and the stock market absorbing too 
much, nevertheless cut its rate. (7) Expla- 
nation of which must lie in the plethora of 
money resulting from gold importations and 
the need to check further increases owing to 
the danger of inflation, and possibly also the 
desire to cooperate with the Bank of Eng- 
land in its efforts to keep the London and 
Continental money markets low and prevent 
a drain of gold. (8) With the assurance 
frequently expressed that this country could 
lose a great deal of gold, for example—all 
that was imported this year—without money 
rates tightening we cannot agree. 

Although there are no indications at pres- 
ent that comfortable rates will not continue, 
if by the caprice of foreign trade or other 
event the gold flow should suddenly turn 
outward, at a time when the banking sys- 
tem is already expanded by stock market 
loans and investment holdings, and with the 
expected seasonal pick-up materializing this 
fall, it seems inevitable that rates would 
tighten unless the Federal Reserve authori- 
ties chose to make good the market’s credit 
loss by buying securities and bills, and this 
is not likely. 


Production and Distribution 


RODUCTION volume in manufacturing 

presents a mixed picture, but the aver- 
age cannot be much below last year. Cor- 
sidering the leading lines, the latest produc- 
tion index computed by the Standard Sta- 
tistics Company, which is corrected both 
for seasonal variation and secular trend, the 
long-time trend being taken as 100, shows 
the steel industry operating at 91.3 per cent 
of normal, copper 100.2, zinc 100.2, lead 
130.1, bituminous coal 81.6, anthracite coal 
65.4, petroleum products 94.0. Automobiles 
and trucks stand at 63.7, while tires are 
104.6. Lumber is 113.0 and cement 1588 

(Continued on page 196) 
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Our Buried Treasure 


(Continued from page 164) 


barriers have been put in the way of an 
equal exchange of goods and services for 
goods and services so that credit instry. 
ments will thereafter suffice to settle inter- 
national obligations without recourse to the 
use of gold. 

We have thwarted the purpose of $1,400,- 
000,000 of gold imports. We have refused 
to allow this gold to perform its natural 
economic function. We have erected tariff 
barriers to prevent the importation of goods, 
and we have put barriers in the way of 
using our imported gold as a basis for credit. 
We have locked up 15 per cent, and more, 
of the world’s supply of monetary gold and 
arbitrarily raised its value, just as we might 
arbitrarily store up a vast quantity of wheat 
and cotton and thereby raise the prices of 
these products. Yet we know full well that 
if we adopted a policy of arbitrarily rais- 
ing the price of wheat and cotton in the 
face of an oversupply, we should have more 
wheat and cotton thrust upon us both from 
within the country and from without, and 
our policy would break down. Can there be 
so much difference between gold and other 
products that a policy of going against the 
tide would succeed in the one case when it 
would fail in the other? 


Y arbitrarily raising the value of gold 

we have set into operation the forces 
that will do everything in their power to in- 
crease the supply. Our policy gives en- 
couragement to mine owners to produce 
more gold when we already have too much; 
and it causes those who would consume 
more gold in the arts, when the supply is 
plentiful, to economize in its use. We are 
putting a check on gold consumption and a 
premium on production when we ought to 
be doing the opposite. It is even likely that 
our policy will cause a good deal of gold 
already buried in the arts use to be melted 
down and added to our redundant monetary 
stock. In the light of these considerations, 
there does not seem to be any fundamental 
difference, after all, between the economic 
laws governing the production and consump- 
tion of gold and the laws which govern the 
production and consumption of other com- 
modities. 

On the more practical side, we are con- 
fronted with the fact that the world now 
owes us on public and private account more 
than $23,000,000,000, with interest and sink- 
ing fund obligations on the private debt 
alone somewhere in the neighborhood of 
$1,000,000,000 a year. We are not yet tak- 
ing these yearly payments in goods. We 
long ago refused to countenance that mode 
of settlement, leaving no alternative to our 
foreign debtors but to'send us gold. Then 
by means of our gold-sterilization tactics 
we “managed” the gold they sent us so long 
as we were able to do so, and thereby pre- 
vented, or at least retarded, the development 
of a situation where a greater quantity 0! 
goods might have been sent to us in spite 0! 
tariff barriers. 

And now we are still taking a part of our 
payments in gold and the rest—which is by 
far the larger part—in promissory notes. 
The whole problem becomes aggravated as 
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we go along because the more of these 
promissory notes we take the larger be- 
comes the volume of yearly payments due 
us and the greater the likelihood that we 
shall have to take more gold as a prelimi- 
nary to the taking of goods. 

It is idle to talk of concerted action 
among the central banks of the world as a 
means of preventing the further flow of 
gold to the United States. The problem of 
checking gold imports has become far more 
than a banking problem. It is, of course, 
true that through cooperative action with 
other central banks the Federal Reserve 
banks could purchase gold whenever it was 
on the point of flowing to the United States, 
and hold it earmarked in the vaults of 
foreign banks. Blt it matters not where 
the gold is held so far as our credit supply 
is concerned. The purchase of foreign gold 
by the Reserve banks and the holding of it 
abroad has the same effect on our credit 
supply that the importation of the same 
quantity of gold would have. The only ad- 
vantages of buying foreign gold and then 
holding it in foreign banks are, first, the 
economic advantage of saving transporta- 
tion charges on the gold itself, and, secondly, 
the psychological advantage—if it is an ad- 
vantage—of keeping our reserve ratio from 
rising any higher. 


Expansion In Bank Credit 


F we are to receive more gold as the re- 

sult of the barriers imposed by our tariff 
and the vacuum created by our sterilization 
policy, we shall have further expansion in 
member bank credit. 

We have already had some.interesting ex- 
perience along this line. During the period 
between August, 1920, and January, 1924, 
when we were sterilizing gold as fast as it 
came to us, there was no expansion in the 
credit of reporting member banks. On 
Aug. 27, 1920, 820 member banks reported 
total loans and investments of $16,931,000,- 
000, while on Jan. 9, 1924, 763 member 
banks reported total loans and investments 
of $16,437,000,000. On the other hand, dur- 
ing the period which followed, down to 
July, 1927, we had net imports of gold— 
including gold purchased abroad but not 
actually brought in—amounting to $400,000,- 
000, and an expansion in the total loans and 
investments of reporting member banks of 
more than $4,000,000,000. 

With the exception of a small quantity of 
imported gold that may have been consumed 
in the arts, every dollar that came in dur- 
ing this three and one-half year period mul- 
tiplied itself in credit operations more than 
ten times among the reporting member 
banks alone, and among all banks in the 
United States it multiplied itself more than 
twenty times. This expansion could not be 
prevented for the reason that the steriliza- 
tion of gold at the Reserve banks had gone 
as far as it could safely go. For the same 
reason it will be impossible to prevent a cor- 
responding expansion in the future if more 
gold comes our way. 

What will we think of the situation if 
and when the loans and investments of re- 
Porting member banks reach a figure of 
$30,000,000,000 as is not at all beyond the 
bounds of possibility? And once we get the 
volume of member bank credit expanded to 
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dazzling heights, how are we ever going to 
get it down to permit gold exports should 
the necessity arise, as it will eventually? 

Just as gold imports gave rise to an ex- 
pansion of member bank credit the moment 
we reached the limits of our sterilization 
powers, so gold exports should one day 
force a contraction in member bank credit 
and compel member banks again to become 
heavy borrowers at the Reserve banks, as 
at the beginning of 1920. In spite of the 
sterilization of $1,400,000,000 of imported 
gold, we are apt to get all the credit ex- 
pansion we should have got had there been 
no sterilization whatever, and with conse- 
quences no less serious. The sterilization 
policy has not helped us out of our real 
difficulties. It has only postponed them, and 
it has added new problems besides. 


Will Affect World Prices 


FINAL point to be considered in con- 

nection with our gold policy is the ef- 
fect that the locking up of $1,400,000,000 
in gold should have upon the world’s level 
of prices. 

When dealing with this question in the 
AMERICAN BANKERS ASSOCIATION JOURNAL 
in May, 1924, the writer ventured to sug- 
gest that the policy we were then following, 
namely, of drawing gold from foreign 
mines, drawing on the reserves of foreign 
banks besides, and then maintaining our 
stocks in idleness, was equivalent to reduc- 
ing the world’s supply of gold money, so 
far as its capacity to sustain prices was con- 
cerned, and that this must inevitably reduce 
the world’s level of gold prices. 

It stands to reason that the locking up of 
15 per cent of the world’s gold money will 
raise the value of gold or, what amounts to 
the same thing, cause a fall in the world’s 
price level—unless, in the meantime, suff- 
cient economies are made in the use of the 
remaining 85 per cent to counteract the ef- 
fects of the 15 per cent reduction in supply, 
or, unless the volume of trade falls off so 
that less gold is required to support the 
general price structure. 

Compared with pre-war days, notable 
economies have been made in the use of 
the world’s monetary facilities. Outside of 
the United States gold no longer circulates 
as hand to hand currency. It has been con- 
centrated in the vaults of the central banks 
where its efficiency has been vastly in- 
creased. And in the United States we have 
the Federal Reserve System which through 
the substitution of centralized reserves for 
scattered reserves has at least doubled the 
potential efficiency of a given quantity of 
gold. But we have shown no disposition, of 
late years, to make use of the economies 
which our system offers, and there have 
been no further economies of importance in 
the use of gold in foreign countries as an 
offset to our sterilization activities. Hence 
the recent decline in world prices. 

Between January, 1925, and June, 1927, 
wholesale prices in the United States de- 
clined 10 per cent; in Switzerland, 14 per 
cent; in Sweden, 14 per cent; and in Eng- 
land, 17 per cent. These percentages show 
the declines that have taken place in gold 
prices, that is, in commodity prices ex- 
pressed in terms of gold. They are, there- 
fore, comparable. They show also that 


losses cut into 
surplus, into capital 
—possibly into deposits. 
Your stockholders and de- 
positors are entitled to pro- 
tection against such losses. 
Our resources, now in ex- 
cess of $57,000,000, pro- 
tect you when you have the 


broad coverage of our 


Bankers’ Blanket Bond. 


We have an agent in your 
city who will be glad to 
give you the facts. 


United States Fidelity 
and Guaranty 
Company 


BALTIMORE, MARYLAND 


Over 7,500 Branches and Agencies 
in United States and Canada 
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$100,000 A Minute 
By Wire 


Telegraphic transfer of 
$30,000,000 a day — $100,000 
a minute during banking 
hours — is evidence that this 
institution is equipped to give 


service when speed is needed 


The CONTINENTAL and 
COMMERCIAL 


BANKS 


CHICAGO 


RESOURCES HALF A BILLION-AND MORB 


commodity prices have fallen more rapidly 
in foreign countries than in the United 
States. 


The Reserve Board’s View 


ig’ the May issue of the Federal Reserve 
Bulletin, the Federal Reserve Board, in 
discussing the price situation, offers its own 
theory to account for the decline in prices, 
It finds that the general increase in the pro- 
ductivity of industry is the important fac- 
tor in explaining the downward movement 
of the prices of manufactured products. 
Mass production has increased the volume 
of goods and reduced unit costs. It finds no 
evidence of any tightness of credit condi- 
tions that would help to account for falling 
prices, and therefore the causes of the gen- 
eral price recession must “lie in industrial 
and trade conditions rather than in financial 
developments.” 

In some respects this is astounding theory. 
A more plausible version of this theory 
would be that our increased volume of in- 
ternal trade under mass production methods 
has been a factor in bringing on price re- 
cessions because increased trade requires a 
larger money supply, and there have been 
no recent economies in the use of gold, nor 
sufficient additiors to the actual supply, to 
offset the effects of growing trade. The 
weakness in this version, however, is that 
the growth in the world’s trade has been 
confined largely to the United States, and 
it is impossible to believe that our internal 
trade and industrial conditions could have 
operated in such a peculiar manner as to 
cause greater price recessions in foreign 
countries than we have had in our own. 


When the Board finds no evidence of 
tight money conditions that would help to 
account for falling prices, it must be as- 
sumed that the Board has not considered all 
of the available evidence. It is true that 
rates of discount at foreign banks have been 
only moderately high, and that they have 
shown a declining tendency, for the most 
part, during the past two years. It has been 
to the interest of most European govern- 
ments all along to get the rates at their 
central banks down as an aid to the funding 
of floating debts or the refunding of gov- 
ernment loans, and, where necessary, to 
restrict credit in other ways. Discount rates 
have not presented a true picture of the 
credit situation. In some countries credits 
have been restricted by means of an em- 
bargo on foreign lending or by credit 
rationing. In others the stabilization of 
currencies has restricted business even more 
than high discount rates would have done. 
These policies have all grown out of the 
relative scarcity of gold, the need of safe- 
guarding the gold on hand, and the desir- 
ability of attracting gold from abroad. 

When all is said and done, there is no 
getting away from the significant fact that 
foreign money rates, whether high or low, 
would have been lower and credit supplies 
would have been more plentiful had the 
gold which we sterilized been used as a 
basis for credit in the United States, or had 
it been available for use in the vaults of 
foreign banks. It is impossible to accept 
the Board’s explanation of falling prices, 
particularly when it takes the position that 
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the cause does not lie in monetary condi- 
tions. 

Is it not apparent that we have gone much 
further in our control policy than we 
should have gone? Have we not attempted 
to control the tide when in point of fact 
we are able to do nothing more than to 
smooth the surface of a portion of the 
ocean? 

We set out originally to prevent an in- 
flation in our price level, in conformity 
with the desires of the business community. 
To all outward appearances we succeeded. 
We removed the danger of the threatened 
inflation by burying gold as fast as it came 
in. But this action on our part only raised 
new problems. More and more gold was 
attracted by the vacuum we created. At 
length we reached the end of our steriliza- 
tion capacity, and we got our credit expan- 
sion anyway. We now have to face the 
prospect of getting more gold and more 
credit expansion because by delaying the 
issue we have aggravated it. 

Finally, we have inadvertently forced de- 
flation on foreign countries and on our- 
selves as well. Foreign prices have suffered 
most in the deflation process, because the 
goal toward which economic forces are 
working is the establishment of such a rela- 
tionship between our price level and that of 
foreign countries that our foreign debtors 
will be able to pay us in goods rather than 
in gold. Having refused to permit our 
prices to rise so that we could take their 
goods, we now insist that they get their 
costs and prices down if they want to scale 
our tariff walls. 

All along we have refused to face the 
main issue, which is that large payments 
are due us and must come, if they come 
at all, in the form of goods. We have re- 
sisted the facts in the case by every means 
at our disposal—we have gone directly 
against the tide. First, we erected tariff 
barriers to keep the goods out; then we 
sterilized gold and prevented inflation, and 
this also kept goods from coming in; and 
now we force deflation on our foreign debt- 
ors and make it more difficult than ever 
for them to pay us. 


Our Next Move 


F we are determined to be consistently 

inconsistent, what should be our next 
move? 

We may have to learn by hard experience 
that we cannot apply a banking solution to 
a goods problem. There is no kind of bank- 
ing system, however “managed,” that can 
overcome basic economic forces. Our sys- 
tem may appear to have overcome some of 
these forces, but we have not yet finished 
with them. Where we rely upon a “man- 
aged” banking system to correct a bad situ- 
ation for which the system itself is not the 
Cause, we are almost certain to create a 
worse situation. 

Eventually, we have got to choose be- 
tween receiving payments from our debtors 
in goods and foregoing payment altogether. 
It is about time we set about making a 
deliberate choice in this matter, and, if we 
would be paid, showing some disposition to 
take our payments in the regular commer- 
cial way. We cannot expect to follow a 
Micawber-like policy on the debt question 
much longer without paying a penalty. 
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When 


Go a-“Banking 


HIO'’S full of cities and 
towns with one or more 
banks—each with an instantly 
available deposit elsewhere. 


Bankers are extra critical of - 
bankers—they inquire and in- 
vestigate—their selection is pro- 
fessional—and they demand 
safety, quick service, courtesy 
accuracy and personal service 

You will be interested in 
knowing that by far the majority 
of their professional preferences 
are for— 
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(Continued from page 179) 


was a new conception to her. She is typical 
of thousands of others, who just do not 
know how banks can serve them. Some- 
times the amount of money hoarded away 
by individuals is larger than one thinks, 
For a long time I had been trying to get 
a man in our town to open a bank account, 
I knew he had some money laid away, | 
tried to convince him that it was a mistake 
to keep the money out of circulation—that 
he was not only hurting himself but the 
community in which he lived. After talk- 
ing to him several times about the de- 
sirability of putting his money in the bank, 
he came in one day and said he was ready 
to follow my advice. To my surprise he 
produced $3,000. These two cases were ex- 
ceptional because the average colored man 
or woman has only a few dollars to deposit. 


Need Trained Bankers 


66 PERATING a bank requires train- 
ing and experience, and it is true 
that there are not a great many_colored men 
who are qualified for these responsible posts. 
However, the men who make up the office 
forces of these various colored banks have ° 
received education in some of the best 
known business schools of the country. 
Some are graduates of the Wharton School 
aN of Finance and Commerce in Philadelphia, 
THE LIMA TRUST COMPANY Ko the University of Chicago, and other big 
LIMA, OHIO A. colleges. Some have taken courses in the 
American Institute of Banking. As more 


ot 
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The ceiling of this banking AY and more of the coming generations obtain 
room is richly ornamented a higher education, there will be more com- 
and colored in the deep aoe petent men available for colored banks. 

tones found in. old Italian at ik “The negro bankers have looked to the 
palaces. The walls are of 4 & white bankers in their communities for ad- 


Roman Travertine, and the vice and guidance. For instance, some of 
stained glass window is 


the best known white bankers in Philadel- 

phia have helped us by acting as members 

of an advisory board. We always seek their 

advice before making an important invest- 

ment. At the first annual convention of 

es ae . a our association we were honored by ad- 

The building 1S of Class A fireproof dresses by the cashier of Philadelphia’s 
. . largest national bank and by a vice-president 
construction, faced in select Indiana Nal of one of the oldest trust companies. In 


the cities where negro banks have been set 


Limestone superimposed on a gran- up, the white bankers have been generally 
ite base, and exhibits a skillful co- Me helpful in advising them as to safe prac- 


7 . A tices and sound investments where this coun- 
ordination of the beautiful and the ¥.4| sel has been sought. 
° “Tt was largely with the view of promot- 
practical which distinguishes all the ing sound bank practices that the National 
— Negro Bankers Association was organized. 
work of the Weary and Alford ‘®. Its purposes are to promote the general 
usefulness of banks, to secure uniformity 
Comp ay of action, to obtain the practical benefits 
to be derived from personal acquaintance, 
and the discussion of subjects relating to 
financial and commercial usages. While the 
first bank owned and managed by negroes 
was established in Birmingham, Ala., thirty- 
one years ago, most of the colored banks 


WEARY AND ALFORD COMPANY MW 5 have been in operation for only a few years 


and can naturally profit from the inter- 
mancanacwunicicher pevtanamiaee change of opinions as to the best methods 


and practices. The largest of these banks 
CHICAGO ‘on + is the Douglass National Bank of Chicago, 
which has a capital of $200,000. The Boley 

National Bank of Boley, Okla., is the only 
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“\ woman has the distinction of being 
the president of one of the oldest colored 
banks. She is Maggie L. Walker, head of 
the St. Luke Bank & Trust Company at 
Richmond, Va. The bank was organized 
by her in 1903 and now has resources of 
$500,000. The bank serves as a depository 
for the Independent Order of St. Luke, 
which is said to have 100,000 members 
throughout the United States, and a large 
surplus fund. It has a paid-up capital of 
$50,000, with surplus and undivided profits 
of $30,000. 

“There are thirty trust companies, and 
the remaining forty-eight are made up of 
state banks, savings institutions, cooperative 
banks, and five building and loan associa- 
tions. Most of the banks have a relatively 
small capitalization, as is to be expected. 
However, there has been during the past 
year only one failure in this group. 

“So far what may be called the colored 
bank movement has not resulted in the es- 
tablishment of a negro bank in New York 
or the metropolitan district, where there is 
a large and prosperous colored population. 
There are other large centers without such 
an institution, but Philadelphia, Washing- 
ton, D. C., Chicago, Detroit, and Pittsburgh 
have one or more colored banks. The ma- 
jority of these banks are located in the 
South Atlantic and southern states. 

“While the chief business of these banks 
has been to finance home buying, they have 
sought to stimulate thrift, particularly for 
the purpose of paying for insurance and 
for building up a reserve for use in time 
of sickness. To encourage systematic sav- 
ings, the colored banks have used means 
that are common to other banks—thrift 
clubs, Christmas savings plans, insurance 
clubs and sick benefit clubs. Industrial in- 
surance, where the amounts collected week- 
ly range from ten cents upward, has been 
highly successful among the colored people, 
and there is a large volume of life insur- 
ance in force. There appears to be no rea- 
son why the colored banks cannot work 
with these insurance companies, acting as 
depositories for their funds, enabling the 
policy holders to accumulate the premiums 
by the insurance clubs and otherwise serv- 
ing as a collecting agency. Steps have been 
taken for a joint meeting this month of 
representatives of the colored banks and in- 
surance companies to discuss a joint pro- 
gram. 


Helpful to Country 


UST think what an economic gain this 
country would make if a far larger 
number of the 12,000,000 colored people were 
made more financially responsible. I think it 
1s conceded that a man with a home or with 
Property is a better citizen than one who 
lacks both. Widespread savings among the 
negroes would mean better education for 
their children, and this would mean better 
opportunities for a higher standard of liv- 
ing. The man who has money in the bank 
1s not inclined to resort to crime to live, 
so as thrift among the colored people in- 
creases, the crime record should decrease. 
“If the money now hoarded by the ne- 
8roes were deposited in the banks, it would 
increase the amount of money in circulation, 
thus giving the country more funds to put 
to work in a constructive way. This would 
be a considerable item, I feel sure. 


National Bank of Commerce 
in New York 


Established 1839 


Statement of Condition, June 30, 1927 


RESOURCES 


Loans and Discounts 


United States Securities...... 


Banking House 


Cash in Vault and in Federal Reserve Bank... 


Due from Banks and Bankers 
Interest Accrued 


$294,689,087.84 
74,641,633.32 
39,306,410.52 
1,950,000.00 
4,000,000.00 

48 847,768.27 
159,857,241.15 
1,804,564.18 
30,185,084.69 


$655,281 ,789.97 


LIABILITIES 


Dividend payable July 1, 1927 


Deposits 
Bills Payable 


$25,000,000.00 
40,000,000.00 
3,624,838.99 
1,000,000.00 
517,495,011.13 
10,000,000.00 


Reserved for Interest, Taxes and other Pur- 


poses 
Unearned Discount 


7,287,082.42 
1,078,901.78 


Liability as Acceptor, Endorser or Maker on 


Acceptances and Foreign Bills.......... 


49,795,955.65 


$655,281,789.97 


Chairman of the Board 
JAMES S. ALEXANDER 


President 
STEVENSON E. WARD 


Directors 


JAMES S. ALEXANDER 
JOHN W. DAVIS 
HENRY W. de FOREST 
JOHN T. DORRANCE 


EDWARD D. DUFFIELD CHARLES B. SEGER 


“Tt would be foolhardy to expect this 
change to be wrought within a few years, 
but while the length of the step taken so 
far by the negro in thrift has been short, 
it has been in the right direction. 

“When I was a little fellow and a stu- 
dent in one of the Freedmen’s schools in 
Atlanta, General O. O. Howard visited 
Georgia and spoke to the colored children 
assembled there. One of John Greenleaf 


CHARLES E. DUNLAP 
ANGUS D. McDONALD 
GEORGE E. ROOSEVELT STEVENSON E. WARD 


VALENTINE P. SNYDER 
HARRY B. THAYER 
JAMES TIMPSON 


THOMAS WILLIAMS 


Whittier’s famous poems, ‘Howard at At- 
lanta,” grew out of this incident. In the 
course of his remarks he asked the colored 
children: ‘What shall I tell your friends 
in the north about you?’ A little boy. arose 
—and it happened to be me—and said: 
‘Tell ’em we're rising.’ 

“Pretty much the same message can be 
sent to the white bankers in this country 
today.” 
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When a bank passes the 
century mark it deserves 
more than passing con- 
sideration. The Chemical 
offers you the cumulative, 


uninterrupted experience 
of 103 years. 


CHEMICAL 


NATIONAL 


BANK 


OF NEW YORK. 


Condition of Business 
(Continued from page 188) 


In the textile industry, cotton mill activity 
is at 117.5, woolen 95.4 and silk 118.3, while 
shoes are 107.2. Flour mill activity is at 
115.2, meat packing 108.9 and sugar re- 
fining 83.2, while tobacco is 113.3. 

So many industries contribute directly or 
indirectly to building that the continued 
large amount of new construction has been 
a major influence in sustaining general in- 
dustrial activity. Reports on _ contracts 
awarded during the first seven months of 
this year have held practically on a par with 
1926, which is surprising in view of the 
many pessimistic forecasts that have been 
made. Erection of office buildings and 
apartments in the large cities has fallen off, 


but this has been offset by gains in engineer- 
ing work such as roads, bridges, subways, 
etc. 

Retail distribution of goods has held up 
unusually well during the summer, and such 
retarding factors as the Mississippi flood, 
coal strike and cool and rainy July and 
August weather in many localities have been 
offset by increased buying in the West and 
elsewhere in anticipation of record agricul- 
tural harvests. The chain stores have done 
particularly well, at the expense—to some 
extent at least—of the small retailers and 
wholesalers, while department stores and 
mail-order houses appear to be holding their 
own or doing slightly better. 


September, 


A Study in Profits 


S a sidelight on the condition of bysi- 
ness, one might almost say, the heart 
of business, we are presenting below a table 
which has just been compiled to show the 
earnings of companies in different lines for 
the second quarter, which have by this time 
practically all been published that will be. 
This contains the net profits after all charges 
classified by the major lines of industry o. 
porting, of the 168 leading concerns for 
which figures comparable to the second 
quarter of last year are available. Only the 
representative companies are included, those 
making $100,000 or more in either quarter, 
or losing that amount in some cases. It js 
believed that the figures speak for them- 
selves without the need of much explanation 
and that they merit careful analysis by 
bankers and business men for the trends 
they indicate. 


Second Quarter Industrial Earnings 
(000s omitted) 


Second 

Number General line quarter % change 
reporting of industry 1927 from 1926 
Amusement 
Buildin materials... 
Automobiles 
Automobiles (except 

General Motors) .. 
Chemical 
Coal 
Copper 
Electrical 
Flour and bakery... 
Foodstuffs 
Iron and steel 
Machiner 
Merchandising 
Metals—nonferrous 
Office equipment .... 
Petroleum 
Printing 
Railway equipment. . 
Textiles 
Tobacco 


— 


+141 


++ 


168 Companies $267,203 
167 Companies (except 
General Motors) .. $190,504 

It will be observed that the aggregate 
earnings of these 168 leading corporations 
amounted to $267,203,000 in the second quar- 
ter of 1927. This compared with $274, 
560,000 for the same companies in the sec- 
ond quarter of 1926. The reduction is 
$7,357,000, or 2.7 per cent. 

If the outstanding industrial giant of the 
world, General Motors Corporation, be 
eliminated, earnings of the remaining 167 
best companies amounted to $190,504,000 the 
second quarter this year as against $221, 
919,000 last year, a decrease of $31,000,000. 

Of the 168 concerns, seventy-eight went 
ahead of last year, while ninety dropped 
behind. The quarterly tabulations made last 
year all showed gains in the majority. . 

It is remarkable that of this quarter o! 
a billion profits in three months for all in- 
dustries, $113,134,000, or 42 per cent, was 
made on automobile manufacturing. It 
shows where the public is spending 1ts 
money. If returns from the oil industry, 
whose chief demand is motor vehicles, be 
included, the total is 50 per cent. The motor 
industry, as measured by the reports here 
used, represented a gain of 22.9 per cent 
over last year, but if the dominating factor 
be eliminated, the two dozen other automo- 
bile, truck, parts and accessory manutac- 
turers ran 7.6 per cent lower. Representa- 
tive tire companies do not issue any quar- 
terly statements. 

Substantial increases are shown by the 
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tobacco companies, which is customary, also 
in chemicals, baking, foodstuffs, merchan- 
dising, office and home appliances, and print- 
iting this there is a 25 per cent loss 
in amusements, 11 per cent in cement, lum- 
ber and other building materials, 15 per cent 
in coal mining, 10 per cent in iron and steel, 
and 8 per cent in machinery of all kinds. 
The greatest loss was in the oil industry, 
which during the quarter last year made 
$42,242,000 and only $13,869,000 this year, 
a drop of $28,000,000, or 67 per cent. Equip- 
ment buying by the railroads has been poor 
this year, and earnings are down 24 per 
cent. The 50 per cent drop in the electrical 
line is accounted for by special circum- 
stances, since the companies whose earn- 
ings are available are the smaller ones, en- 
gaged in making various electrical appli- 
ances, and included some electrical re- 
frigeration concerns, which suffered big 
losses, but this would not be representative 
of such concerns as General Electric or 
Westinghouse. 


Bond Market Recovers 


OND prices continue firm and have 

been raised to new high levels under 
the influence of easier money rates. United 
States government securities are becoming 
scarcer every year as the sinking funds of 
the Treasury buy them in, and the premium 
at which all issues are now selling makes 
them prohibitive to the small investors 
who are cashing at nice profits the bonds 
purchased during and after the war. The 
tax-exempt feature is less important than 
formerly for large holders since taxes were 
reduced, and the same will hold for cor- 
porations if the proposed cut in rates is 
made by Congress in its coming session. 
Toward the end of August came the first 
large issues that have appeared since June, 
the intervening time witnessing a bond mar- 
ket reacting downward and overstocked with 
the long succession of large issues, many 
of them foreign, that took time to digest. 
During the latter part of the month syndi- 
cates offered $40,000,000 Commonwealth of 
Australia external thirty-year 5s to yield 
5.12 per cent, $40,000,000 Chicago, Rock 
Island & Pacific Railway twenty-five-year 
4¥s on a 4.85 basis, and $30,942,000 Boston 
& Maine Railroad forty-year 5s to yield 
541. Also $40,000,000 Argentine Govern- 
ment external 6s priced at 99%4 to yield 
slightly over 6 per cent. 

Now that the market is in healthier con- 
dition, bond prices should hold at around 
present levels provided new financing is not 
again overdone and banking develops no 
credit stringency and higher interest rates. 
A list of all issues of over $5,000,000 dur- 
ing August is given below. 
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rock fifty feet 


below, the First 
National Bank 
Carbon- 
ale presented 
unique engineer- 
ing problems. 


Organized Ability 


2. modern bank building is so —— a structure that but 


few men know enough about every 


etail to design it alone. 


Here, if ever, in the field of professional endeavor, are the principles 
of organization advantageously applied. 

The bank architect is seldom one man. More often he is a com- 
posite group. With widely varying talents, each architect or engineer 
in the group has his specialty. One man will solve the problems of 


architectura 


design and plan, another the structural questions, others 


will be the authorities on bronze and marble, or vaults and burglar 
protection, or furniture, equipment and decoration, or what not. 
Sitting in such an office, you can, without leaving your chair, summon 
the man to answer whatever question you asked. 

The ability of each of these men is applied to every bank that is 
designed. Each, from Ais standpoint, makes that building as nearly cor- 
rect as he can get it. It is thus, with nothing left for chance to dis- 
cover later, that the bank architect creates a truly satisfactory building. 


TILGHMAN MOYER COMPANY 


The Design, Construction and Equipment of Bank Buildings 
ARCHITECTS ENGINEERS 


D ngs us send you a copy of ‘Building the 
Bank for Business.’ This book, written 
from experience by bank architects and engi- 
neers, answers the questions, ‘What is a success- 
ful Bank Building?” and "'Howcan the banker 
insure these qualities in his new building?” 

You will find 138 pages of profitable in- 
formation. Simply mail the convenient coupon, 
and the book will be sent promptly and at no 
cost or obligation to you. 


Major Financing in August 


ew Engl 
Rhine ngland Gas & Elec. A 


direct mtg 
ref. A 


ms. W 

City of 
tral Bank o 
Ist sec. s.f. series A 


Amount 
$40,000,000 
40,000,000 
30,942,000 
20,000,000 
17,000,000 
15,000,000 


12,000,000 
12,000,000 
8,460,000 
8,250,000 
500,000 
6,750,000 


5,000,000 


Price 
98 


German State & Prov. Banks, Inc. 


TILGHMAN Moyer ComMPANY, Allentown, Pa. 


Gentlemen: Without obligation, please send 
me a copy of “Building the Bank for Business.” 


Name: 
Address : 


Improved Agricultural 
Prospects 


HE Department of Agriculture reported 
marked improvement in crop prospects 
during July and August, due chiefly to more 
evenly distributed rainfall. Corn, oats, and 
some fruits, on Aug. 1 were the only impor- 
tant crops expected to show yields much 
below the past ten-year average, but the 
apple, pear and peach crops are very poor 
compared with last year. 
The combined yield per acre of all crops 
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is expected to be only 1 per cent below the 
ten-year average. 


Banks Endorse 


Credit Insurance 


Representative banks in all parts of the country 
are recommending this great protective service 
for safeguarding their customers against bad 
debt losses. 


A Leading Boston Bank writes: “Credit Insur- 
ance not only places merchants in a more favor- 
able position with reference to credit granting by 
their banks, but also gives evidence of a policy 
of conservatism in providing against failures at 
all times.” 


A Leading Bank of San Francisco writes: “A 
borrowing account carrying with it a measure of 
Credit Insurance on its receivables is a far better 
credit risk in every way than without.” 


A Prominent St. Louis Bank writes: “Inasmuch 
as the annual turnover of a merchant is several 
times the value of his stock on hand at any given 
time, it is of vital importance that his credit ac- 
counts be insured against unusual loss through 
bad debts.” 


A National Bank of New York writes: “We have 
incorporated in our financial statement blanks 
the question: ‘Do you carry Credit Insurance?’ ” 


Interesting literature, and any specific informa- 
tion about American Credit Insurance which 
may be desired, will be furnished gladly to any 
Banker upon request. 


The AMERICAN 


CREDIT~ INDEMNITY Co. 


‘OF NEW YORK J. F.M*° FADDEN, preEsiDENT 


Offices in All Leading Cities 
New York, St. Louis, Chicago, Cleveland, Boston, 
San Francisco, Philadelphia, Baltimore, 
Detroit, Atlanta, Milwaukee, Etc. 
In Canada—Toronto, Montreal, etc. 


Present indications point 


sphere, including the United States, 
2,464,519,000 bushels, as against 2,464,125,- 


is 


to the smallest corn crop in twenty-six years, 
except that of 1924. The winter.wheat crop 
condition is given as 88.5 per cent and the 
yield per acre at 14.5 bushels, or 2.5 bush- 
els less than last year’s yield. The spring 
wheat condition was 86.4 per cent as against 
the 1926 average of 60.2 per cent, and the 
yield per acre 14.7 bushels as against 10.5 
bushels last year. The estimated production 
of fruit is below actual yields in 1926, ex- 
cepting grapes. Based on the current out- 
look, the financial return to farmers for this 
year’s crops promises to be substantially 
higher than last year. The latest estimate 
of wheat production in the Northern Hemi- 


000 bushels in 1926. The Aug. 1 forecasts, 
together with the 1926 harvests, follow: 


Crop Production 
(000,000s omitted) 
1926 1927 % 
Actual Estimate change 
— 9.7 
—11.8 


> 


Flaxseed, bu. 

Rice, bu. 

Potatoes, bu. 

Sweet potatoes, bu. ... 
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Curtailed cotton acreage and 
weevil damage send prices up 1 
100 per cent in year 


i+ 


Buckwheat, bu. 
Pears, bu. 
Apples, 
Peaches, bu. 


Ww nore 


The cotton crop estimate by the govern- 
ment of 13,492,000 bales, or nearly 4,500,000 
bales less than the record yield of last year, 
was from 1,000,000 to 1,500,000 less than 
estimates of private agencies. The out- 
standing feature in the situation, in addi- 
tion to a 10 per cent reduction in acreage, 
is the heavy boll-weevil infestation, report- 
ed to be the most serious since 1923 and 
three times as great as a year ago. The 
government announcement was a big sur- 
prise to the trade and was followed by a 
rapid rise in prices. Spot and future cot- 
ton quotations went forward vigorously, and 
at the end of August stand in the New York 
market at an average of 22.50 cents per 
pound as compared with a low point last 
January of 12.80 cents. 


Membership Dues 


N Sept. 1, the beginning of the Ameri- 
can Bankers Association’s fiscal year, 
certificate-drafts for membership dues for 
the year ending Aug. 31, 1928, were sent to 
all members of the association. It is grati- 
fying to note that a very large percentage of 
members have remitted, thus indicating their 
loyalty and a desire to cooperate in the 
great work that is being carried on in the 
interest of the banking fraternity. The 
membership is approximately 21,000, or 70 
per cent of all banks. There is a large amount 
of work in the collection of dues, and it is 
the desire of the officials that the collection 
be completed at an early date, thus eliminat- 
ing unnecessary correspondence and delay. 
Under the by-laws, dues are payable in 
advance on September 1, and the constitu- 
tion provides that non-payment within 30 
days after they are due shall result in the 
forfeiture of all privileges of membership 
until payment thereof, and failure to pay 
such dues within three months after they 
are due shall result in the forfeiture of 
membership. Those who have not remitted 
are requested to do so promptly. If the 
certificate-draft has been misplaced, the 
schedule of membership dues will be found 
on page 123 of the August JourRNAL. 
Remittances should be made in New York 
funds direct to our depository, the Ameri- 
can Exchange Irving Trust Company, 128 
Broadway, New York City, and checks made 
payable to the order of that institution. 
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Council of Bankers 
(Continued from page 168) 


Cut the cost of new business 


By getting more for the money you spend 


tical bankers has been asked, although it 
would seem that in many cases their judg- 
ment was sought to confirm decisions that 
had already been reached. Rediscount rate 
changes are initiated with the individual re- 
serve banks and sent on to the Reserve 
Board for its approval. 

There are instances, of course, where the 
bankers have taken the initiative in sug- 
gesting definite courses of action that have 
been taken up and followed. Late in 1924, 
when it was apparent that there would be 
4 substantial increase in business activity 
and it was feared that, owing to compara- 
tively small stocks of goods available, the 
movement of prices might get out of hand, 
the Council recommended that the reserve 
banks should reduce their large holdings of 
acceptances and government securities and, 


CMC 
wr OD 


by transferring these investments to the 
financial community, bring about a situation 
where the banks would be forced to borrow 
from the reserve banks and thus make them- 
selves subject to the rediscount control of 
the System. Within two months, the Re- 
serve banks reduced their holdings of gov- 
ernment securities $190,000,000, and pro- 
duced a situation that headed off what had 
threatened to be another period of inflation. 

While the Reserve Board has generally 
shown a disposition to follow the advice of 
the Council as to major policies and on 
practical banking operations, a review of the 
record shows that the Council has urged a 
number of things that have not been done. 

The Council has steadfastly opposed the 
extension of the Federal Reserve System be- 
yond the continental limits of the country, 
but the Board has approved the establish- 
ment of an agency at Havana. 

It has repeatedly urged the Reserve banks 
to discontinue the collection of non-cash 
items, other than the collection of coupons. 
This service is being continued. 

As far back as 1922, it urged the Reserve 
Board to pursue a campaign of education 
of the public regarding the functions and 
operations of the Federal Reserve System 
to popularize the new banking order. The 
Board has been fearful to do this lest it be 
charged with engaging in propaganda, such 
as caused the death of the Second United 
States Bank. 


Recommendations Last Year 


HILE the foregoing recital of some 

of the recommendations framed by the 
Council since the Reserve System was set 
up gives a fair idea of just what purpose 
this board serves, a brief review of the 
topics that it dealt with in 1926 will give 
a better idea of its recent activities and its 
current viewpoint. 

At the first meeting in the year, it is 
customary for the Board to get the opinions 
of the Council’s members as to business and 
financial conditions, as well as their views 
a to whether or not the rediscount rates 
should be changed; also, the Board gener- 
ally inquires as to what the bankers think 
the outlook is for money rates, and the 
Possible demand for foreign financing. 

_ So, when the Council met with the Board 
in February of last year, the members made 


OW much does it cost to get new ac- 

counts for your bank? That is a prob- 
lem that is worrying many bankers today. 
For even the healthiest business must grow 
in number of accounts, as well as in size of 
accounts. The bank that can get business 
cheaper than its rivals, earns more in the 
year. 


Here is a new way of getting business that 
builds good will, that keeps your bank’s 
name before those who influence banking 
business. It is a way successfully employed 
by hundreds of big banks all over the coun- 


try. 


It’s Good Bank Advertising 


This new way is Autopoint, the Pencil of 
exclusive features. Your bank’s name is 
stamped on the barrel . . . you send or give 
it to those whom you want to reach. 


Autopoint is such an attractive gift that it 
is always nearby. Your advertisement comes 
to your prospect’s mind a dozen times a 
day. 


Clip the Coupon 
and Mail NOW ! 


oral reports as to business conditions, but 
decided to make no recommendation as to 
rediscount rates. 

Questioned as to the uses, dangers and 
appropriate methods of controlling install- 
ment financing, the Council said: “The 
principal danger that we see in installment 
financing now is the mortgaging of future 
earnings. These debts in the event of a 
contraction of business would undoubtedly 
tend to postpone a recovery. Installment 
buying in 1925 undoubtedly was greatly re- 
sponsible for the increased business activity 
during that year.” 

The Council informed the Board that the 
present outlook for both long and short 
term money was for “ample supplies of 


He carries it with him in his | 
pocket all the time. YOUR ad 
registers! 


And the cost of Autopoint is 
so small that the saving in “new 
business expense” offsets it many 
times over. 


Bank executives are invited to 
inquire further regarding Auto- 
point. Write on your letterhead, 
or use the coupon. Full infor- 
mation, an impressive list of na- 
tionally known users, and a 
sample of this amazing pencil, 
will be sent at once. 


Do not delay—find out about 
Autopoint now. 


Made of Bakelite 
AUTOPOINT COMPANY, 
4619 Ravenswood Ave., Chicago, IL 
Without obligation, please send booklet, 
business-building proposition, prices of 
and stamping, and full information. - 


your 
Dencils 


credit at or below present market rates” 
and as to foreign financing made this 
prophecy: “Recent experience of investors 
in foreign securities has been generally sat- 
isfactory and profitable. The prospects are 
that a substantial demand will be made on 
our money market from foreign sources 
during the year 1926. This could be readily 
and substantially increased provided the 
Italian debt settlement is promptly con- 
firmed and an agreement between France 
and the United States is reached during the 
year. It seems likely to us that large 
amounts of many good foreign securities 
could readily be absorbed during the year 
by American investors, to the advantage of 
American business.” 
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THE PRECEDENTS of the 
First National Bank are built 
upon experiences gained in 
64 years of successful bank- 
ing. Coupled with the alert, 
progressive policies of today, 
they are your assurance of 
a safe and understanding 
banking connection. 


First NATIONAL BANK 


CENTRAL SAVINGS BANK 


Frrst NATIONAL COMPANY 
OF DETROIT, INC. 


At that time, the Federal Reserve Board 
asked the Council for its opinion as to the 
outlook for building construction in 1926. 
The opinion was given that “it would appear 
that the pressing demands for new construc- 
tion had largely been met. Members of the 
Council have been advised that building con- 
struction in 1926 will nevertheless be in 
large volume but probably below the level 
of 1925.” 

Late in May, the advice of the Council 
was sought as to what responsibilities the 
Federal Reserve System had through cred- 
its extended to central banks in the matter 
of stabilizing foreign currencies that were 
not on an effective gold basis. All such 
applications ought to receive the most 
friendly consideration in view of the inter- 
ests of our foreign trade, it said, with the 
warning that “in the case of loans, how- 
ever, to central banks of countries not on 


a gold basis the risk must be considered as 
especially hazardous, and it will be neces- 
sary to give careful consideration, in the 
event of such applications, to the political 
and other conditions in the countries apply- 
ing for such credit.” 

At that time, there had been a collapse 
in the security market and the business out- 
look was a bit dark. 

So the Board asked what indications there 
were of a recession in business and if there 
were definite indications of a marked slump 
in business what the rates and the open 
market policies of the Reserve banks ought 
to be. The bankers gave it as their opinion 
that the collapse in the securities market 
was due to “inflation in values of specula- 
tive stocks.” They said that “there is no 
marked contraction of present business al- 


‘though the prospect for future business is 


somewhat uncertain as orders in some lines 


are diminishing. This latter condition may 
be readily modified if crops should prove 
favorable.” The Council said that it was 
impossible to formulate in advance any set 
policy in regard to rediscount rates and 
open-market policies, pointing out that these 
policies must be adjusted to conditions as 
they arise. “We also doubt whether a re- 
duction from present low rates would be 
helpful in case a recession in business should 
take place,” it was added. 


View on Strong Bill 


BOUT this time, the Strong bill, which 

would direct the Federal Reserve Board 

to exert its influence through rediscount rate 

changes and open market operations to 
stabilize prices was before the country 

A discussion of what the result would be 
if this amendment to the Reserve Act were 
made started in the Council and resulted in 
the following declaration: 

“In the opinion of the Council, stabiliza- 
tion of the price level cannot be accom- 
plished by means of rediscount rates and 
open-market operations,” the reply said. “In 
the main, fundamental conditions of the 
business situation are not subject to control 
by the Federal Reserve banks. Moreover, 
the council believes it would be extremely 
dangerous were the Federal Reserve System 
charged with the responsibility for promot- 
ing a stable price level for commodities by 
means of the powers vested in the Federal 
Reserve System. The index of prices repre- 
sents merely an average, and it has often 
been true in the past and will be so in the 
future that the prices of some commodities 
are high while those of others are low. 
Whenever such a situation arises the interests 
of various lines of business will be in con- 
flict and the System will be subject to most 
undesirable pressure exerted now in favor 
of one commodity and then of another.” 

In these words, this group of seasoned 
and successful bankers expressed their 
opinion of the legislative proposal that has 
been the subject of extended hearings be- 
fore the House Committee on Banking and 
Currency and which promises to be given 
even more earnest consideration at the next 
session of Congress. 


On Banking Practices 


EFORE the Reserve Board issues regu- 
lations covering banking operations and 
practices, it frequently refers the questions 
to the advisory council to get its views as 
to the merits of the contemplated move. 
Last year, for instance, the Board desired 
to simplify its regulations so that the paper 
of companies having one or more sub- 
sidiaries might be eligible for rediscount 
without at the same time giving paper of 


finance companies the same standing. It 


found that the various Reserve banks had 
different practices and requirements as to 
the form and character of the statements to 
be filed by the companies. The Council 
suggested that the practice be standardized 
and that companies having one or more sub- 
sidiaries be required to file with their banks 
of deposit a consolidated statement and 
detailed statements of all their subsidiaries. 

In the case of outlying banks in large 
cities, the Federal Reserve Board adopted 
a policy of reducing reserve requirements 
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on demand deposits from 10 to 7 per cent. 
Doubt arose as to the wisdom of this prac- 
tice, so the Council was asked for its views. 
It informed the Board that, in general, it 
did not approve of reducing the reserves 
required from outlying banks in central re- 
serve and reserve cities but, realizing that 
exceptions had been made, decided to look 
into the subject further. 

At the present time, the Federal Reserve 
Board is understood to have under consid- 
eration proposals to broaden the use of do- 
mestic bankers’ acceptances. One would per- 
mit the purchaser of goods under a bankers 
acceptance credit to draw a bill having a 
maturity consistent with the usual and cus- 
tomary credit time that obtains in this trade, 
instead of requiring the shipper to draw the 
bill if it has a maturity in excess of the 
actual transit time of the goods. The other 
would permit the use of bankers accep- 
tances secured by independent converter’s 
receipts covering readily marketable staples, 
such as grain being milled into flour, to 
finance the carrying of these staples during 
the time that they are being converted into 
other forms of staples through a converter 
independent of the drawer, provided that 
the identity of the goods is not lost and 
the accepting bank remains secured by the 
independent converter’s receipt. If these 
two steps are sanctioned, the bankers ac- 
ceptance will be employed to a greater ex- 
tent in domestic trade. Both proposals have 
been carefully weighed recently by the Ad- 
visory Council. 

As foreigners who buy American bankers 
acceptances are required to pay a federal 
income tax of 13% per cent on the dis- 
count received from them whereas it is tax 
free in the London market, this serves as 
a handicap to the American discount mar- 
ket. The Council has gone on record as 
favoring a change in the law or in the tax 
regulations to do away with this burden. 


Its Real Value 


N what way has the federal advisory 

council made its influence felt? 

It is rarely possible to point to the ac- 
complishments of advisors, for they influ- 
ence rather than achieve. In the case of 
these bankers, it can safely be said that 
they have brought to the Reserve Board 
the conservative viewpoint of practical bank- 
ing to be applied to the problems of central 
banking in a formative period. The record 
will prove that they have fought to keep 
the Reserve System away from too much 
red tape, and from arbitrary regulations 
where intelligent supervision answered the 
need. While the bankers have been criti- 
cized for acting more as a brake than as an 
accelerator to the Reserve System, the ac- 
complishment of influencing directors of a 
banking system to keep their feet planted 
firmly on the ground has been worth while. 
To their credit, it must be conceded that 
they have persistently advocated a broad 
gauged policy with respect to American 
banking aid in world stabilization and in 
Promoting the return to the gold standard. 


N the other hand, it is claimed by some 
outsiders that the Council has sought to 
maintain high rates and to restrict the ac- 
tivities of the Reserve System wherever they 
tended to conflict with banking profits. As 
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Cass Avenue Bank 
St. Louis, Mo. 


i preliminary service we render is of 
tremendous help in solving the many 
problems attending bank construction. It 
replaces guesswork with definite knowledge. 
Even though you do not intend to build for 
some years to come, you will find our booklet, 
‘Preliminary Service for Contemplated Bank 
Buildings,” a valuable addition to your 


May we send you a copy? 


ST. LOUIS BANK BUILDING 
AND EQUIPMENT COMPANY 


Ninth and Sidney Streets SAINT LOUIS, U.S.A. 
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many of the questions that arise in reserve 
banking are highly technical, it is said that 
the judgment of the Council is frequently 
of limited value because of lack of 
familiarity with these problems. But in 
the main, the general value of having the 
practical viewpoint is readily conceded. 

Whether the Council has exerted its in- 
fluence as much as it might have done 
through wide-spread publicity of its views 
is an open question. For, while the Council 
is a separate and independent body, it has 
only advisory powers. The fact that it has 
seldom gone to the press with its opinions 
has tended to give more force to any utter- 
ance it has made. 

Probably its chief value to American 
banking is the assurance that a constant 
friendly check is being exercised over the 


decisions and actions of the Federal Re- 
serve Board and the knowledge that a me- 
dium of contact exists through which the 
bankers can make known their views to 
those who are charged with supervising the 
American banking system. 


The Group Subscription Plan 


Hundreds of banks have taken advan- 
tage of the Journal Group Subscription 
plan to provide officers and directors each 
with his own individual copy of the JouRNAL. 
Hundreds of those who are receiving and 
reading the magazine under this plan have 
written to us of the pleasure and satisfac- 
tion they derive from the magazine. Every 
member bank is entitled to the benefits of 
the group subscription. 
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WE invite accounts of banks, corporations, firms 

and individuals, affording them in addition 
to every financing facility, the varied services of a 
banking and trust institution of international scope. 


Guaranty Trust Company 
of New York 


140 Broadway 


LONDON PARIS BRUSSELS 


LIVERPOOL 


HAVRE ANTWERP 


Proper Investment of Trust Funds 
(Continued from page 184) 


The court held that the repeal of the 
statute was a notice to the trustees, and that 
holding the stock thereafter until it had great- 
ly depreciated in value made a prima facie 
case against them. However, the court de- 
cided that the trustees had shown that they 
had exercised proper care, diligence and pru- 
dence in continuing to hold the stock, and 
relieved the trust company of liability. 


What the Court Held 


OW notice what the court decided in 
passing on this case: 

A trustee must exercise a high degree of 
fidelity, diligence, and ability, especially 
when the trustee is a company organized to 
care for trust estates, holding itself out as 
possessing special skill and making an ade- 


quate charge therefor. 

The statute making certain stocks a legal 
investment for trust funds did not relieve 
the trustee from the duty of exercising a 
high degree of diligence and prudence in 
determining whether to continue such. in- 
vestment. 


It is not enough that the trustees were 
prudent in making an investment, but they 
must keep themselves informed and be pru- 
dent in retaining it. 

In determining the trustee’s liability for 
depreciation in the value of stock in which 
trust funds were invested, the administra- 
tion of the estate must be viewed in the 
light of the trustee’s powers under the will 
as well as his duties and liabilities imposed 
by law; that trustees are not exempt from 


strict rules respecting their dutic 
sponsibilities without clear and unequivocal 
statement of such intent by the maker of 
the instrument creating and evidercing it, 

And even where the will clearly and yp. 
equivocally confers the broadest ciscretion. 
ary power on the trustees, it is their duty 
to exercise a reasonable and not an arbitrary 
discretion. 


and re. 


Possessing Special Skill 


N the course of its opinion the court 

emphasizes the duty of those making it 
a business to act as fiduciaries, and holding 
themselves out as possessing special quali- 
fications as such to exercise a hich degree 
of fidelity, vigilance, and ability. 

No reputable and responsible bank or trust 
company will complain of this requirement, 
We do claim that we possess special skill, 
facilities for information not available to 
the average person, and that we act with 
fidelity and vigilance, and if it is generally 
known and understood that we not only 
claim to render the highest character of 
trust service, but that the courts exact of 
us in particular a “high degree of fidelity, 
vigilance, and ability,” this can only re- 
dound to our own advantage. 


Another point which the court very prop- 
erly emphasizes is that when the question 
of disposing of the stock came up, the cor- 
‘porate trustee appointed an_ investigating 
committee composed of men of large expe- 
rience and undoubted financial ability, and 
that it acted upon the recommendations of 
that committee made after careful investi- 
gation. The court thus gives recognition to 
the wisdom of the practice of banks and 
trust companies in maintaining standing in- 
vestment committees composed of men of 
financial experience to pass upon all invest- 
ments of trust funds. 

Summing up in succinct form what the 
courts require of a trustee, I should say 
that the trustee in making investments must 
act honestly, exercise due care to inform 
himself about the securities, and to intelli- 
gently and wisely select the investments and 
thereafter keep informed about them with 
the view of conserving the trust estate so 
as to be able to turn it over to the bene- 
ficiaries at the proper time, in full and un- 
impaired, in the meantime securing a fair 
and reasonable return on the investments. 
In applying this general principle he will 
be aided by two rules, the one positive in 
character, the other negative. The first is 
that certain securities above enumerated are 
regarded as suitable and proper investments, 
and he may invest in them; the other is 
that where the statute or court rulings pre- 
scribe certain securities as permissible for 
trust investments, he must confine himself 
to such securities unless the trust instrument 
clearly grants him the power and authority 
to invest in other classes of securities. 
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Profits in Leather 
(Continued from page 172) 


The figures given on page 172 include the 
“leather and leather products” group, includ- 
ing tanning, graining and finishing leather ; 
boots, shoes, cut stock and findings; gloves ; 


saddlery and harness; trunks and valises, 


and miscellaneous leather products. 

The number of corporations reporting net 
income is shown, together with their aggre- 
gate net income, Federal taxes and balance 
after taxes; also the number reporting no 
net income and their aggregate deficits. 

An examination of these figures tells a 
much different story than do the recent re- 
ports of large earnings by a few premier 
leather and shoe concerns. 

Over the last seven years shown, in- 
cluding two inflation years, two deflation 
years, and three “back to normal” years, 
on an average, sixty-two out of every 100 
corporations operated at a profit and thirty- 
eight at a loss. 

The aggregate net income of the profit- 
able concerns in the seven years totaled 
around $707,000,000 on which taxes of 
$169,000,000 were paid out, leaving $538,- 
000,000 net for stockholders. 

Against this the concerns operating at 
a loss had deficits aggregating $307,000,000. 
Expressed in another way, for every $1,000,- 
000 net profit made by the one group, some 
$570,000 was lost by their competitors. 

Therefore, if the entire industry be con- 
sidered from the viewpoint of the econo- 
mist, it had a net gain after deducting taxes 
paid out and losses incurred of only $231,- 
000,000. 

This on a total volume of business, based 
on value of products at wholesale as re- 
ported by the Census Bureau, which may be 
estimated around $13,500,000,000. An aver- 
age return of 1.71 per cent on sales for 
one of America’s basic industries! 


Where Hides Come From 


EATHER originates from three classifi- 
’ cations of pelts: hides, kips, and skins. 
Hides come from the larger animals, like the 
steer, cow, buffalo, etc. These make a heavy 
leather, thick and strong, stiff or soft, as 
the need requires, and for the most part go 
into the making of shoe soles and heels 
and machinery belting. When split they go 
into the making of shoe uppers, bag, case, 
strap, automobile and upholstery leathers. 
Kips come from undersized animals of the 
foregoing species, classified as to weight, 
and are tanned mostly for shoe uppers. 
Skins are obtained from smaller animals, 
such as calves, sheep, goats, kangaroos, etc., 
and go into the making of shoe uppers, 
pocketbooks, bookbinding materials, gloves, 
and fancy leathers. 

Our United States tanners require ap- 
proximately 26,000,000 hides per year. This 
country produces not more than 14,000,000 
of these, so must import about 12,000,000 
additional. 

The important classifications in this coun- 
try are the packer hide and the country 
hide. The packer hides come principally 
from the great meat packing houses in the 
West, whose headquarters are in Chicago. 
The country hides come from the small 
butchers and farmers, and are collected by 
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ust a few minutes from 


Wall Street 


HROUGH over fifty National City 

offices in principal American cities, 
and through 11,000 miles of private wires 
connecting these offices, bankers every- 
where have a qu‘ck contact with the great 
investment centers. 

When you want an offering of investi- 
gated issues, or seek bond quotations or 
other investment information, just use the 
telephone at your elbow. 


The National City Company 
Jational City Bank Building, New York 


Offices in more than 50 leading cities throughout the world 


BONDS 7 


SHORT TERM NOTES 7 


ACCEPTANCES 


hide dealers. In normal years hides pro- 
duced in this country are about 60 per cent 
packer and 40 per cent country. 

The complete tanning process, which 
takes anywhere from three to eight or nine 
months, leaves the leather in the shape of 
sides. The side may be sold as it is to the 
shoe manufacturer, who will use every part 
of it in the making of his shoes, or it may 
be sold as a back, bend, or as strips or 
blocks used by repairmen, or sold through 
the hardware store or general store. The 
tanner in many instances will sell his leather 
as backs and bends to the sole cutter, who 
in turn will sell to the shoe manufacturer 
in the shape of outsoles, insoles, counters, 
heels, boxtoes, etc., uniformly graded for 
quality and thickness. 

The feature of the leather and shoe 
industries this year is the rapid increase 
that has taken place recently in the prices 
of raw hides, and is already being reflected 


in higher prices of finished leather and 
shoes. 

The source of hides is the herd, and do- 
mestic herds have declined from 67,264,000 
head in 1922 to 57,521,000 the beginning of 
this year. 

The decrease in slaughter of animals is 
the most important factor ‘in this develop- 
ment. During the first six months of 1927 
there were slaughtered under United States 
government inspection a total of 4,574,200 
cattle, compared with 4,704,600 in the corre- 
sponding period of 1926, making a decline 
of 2.77 per cent. In the half year the 
slaughter of calves totaled 2,575,800, a de- 
crease of 2.74 per cent from last year. 

The Department of Agriculture in its 
August Cattle Outlook Report said, in part: 

“Market receipts of cattle and calves dur- 
ing the fall of 1927 are expected to be the 
smallest of any correspondihg period in the 
past five years. The number of cattle on 
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Better Business 
with a Budget 


The aim of Better Business is a better service 
to the organization, to its owners, and to the 
public. Achievement of this aim is reflected in 
volume of sales, in net profits, and in good-will. 


The Budget is simply an appeal to common sense 
in business. As a means of conserving resources 
and furthering progress, it is inseparable from 
the sound policies of Better Business today. 


Too often Management fails to give its individual 
department heads the guidance of a logical plan 
or Budget—showing each his relative aims and 
responsibilities. Executive directing power is 
thus shorn of that unified force, mental and 
physical, which creates resourcefulness under all 
conditions. 


In the interest of Better Business, the Budget, 
based on Modern Accountancy, is perhaps the 
sharpest,mostkeenlyefficienttoolof Management. 


ERNST & ERNST 


ACCOUNTANTS and AUDITORS 
SYSTEM SERVICE 


NEW YORK CLEVELAND DETROIT CHICAGO NEW ORLEANS 
PHILADELPHIA AKRON GRAND RAPIDS MILWAUKEE JACKSON 
BOSTON CANTON KALAMAZOO MINNEAPOLIS DALLAS 
PROVIDENCE COLUMBUS PITTSBURGH ST. PAUL FORT WORTH 
BALTIMORE YOUNGSTOWN WHEELING INDIANAPOLIS HOUSTON 

RICH MOND TOLEDO ERIE DAVENPORT SAN ANTONIO 
WINSTON-SALEM CINCINNATI ATLANTA sT. Louis waco 
WASHINGTON DAYTON MIAMI MEMPHIS DENVER 
BUFFALO LOUISVILLE TAMPA KANSAS CITY SAN FRANCISCO 
ROCHESTER HUNTINGTON OMAHA LOS ANGELES 


farms and ranges has decreased about 10,- 
000,000 head during that period, most of 
the reduction being in cattle kept primarily 
for beef production. Feed and pasture con- 
ditions in most of the range states are un- 
usually good. This abundance of feed, to- 
gether with a relative scarcity of cattle in 
those areas, and the general optimism which 
now pervades the industry, are expected to 
result in holding back considerable numbers 
of breeding cattle and young stock; all of 
which will help to curtail market receipts.” 

Stocks of hides have likewise been work- 
ing lower. On June 30, 1927, stocks of 
cattle hides on hand and in transit amounted 
to 3,139,000 total cattle hides, this compar- 
ing with 4,426,000 hides a year previous and 


representing a reduction of 29 per cent. 
These stocks amounted to 12,000,000 in 1920. 
Stocks of calf and kip hides also showed a 
slight reduction on June 30 as compared 
with a year ago, while stocks of goat and 
kid and sheep and lamb hides were slightly 
higher. 

Imports must naturally increase and the 
American bill for the first half of 1927 for 
foreign hides purchased amounts to $50,- 
000,000. This includes $15,000,000 for. cat- 
tle hides, principally from Argentina and 
Canada; $5,000,000 for kip and calf skins, 
principally from Canada; $8,000,000 for 
sheep and lamb skins, principally from New 
Zealand, United Kingdom and Argentina; 
and $19,000,000 for goat and kid skins, prin- 
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cipally from China, British India and Bragij 

The increase in prices of hides, together 
with the somewhat smaller gain in finished 
leather prices, can be seen by comparing the 
average prices this month with the average 
for January, 1927. 


January 


ist Ine 
5.50 22.03 422q° 


Calf leather, chrome B... 


Leather Strengthens Its 
Statistical Position 


production of leather is running con. 
siderably better than a year ago. Tan- 
nery production of sole backs, bends and 
sides for the first six months this year 
amounted to 7,929,000 pieces, compared with 
6,513,000 for the first half of 1926, a gain 
of 21.7 per cent. 

Upper leather production during the half 
year amounted to 11,560,000 cattle sides, 
:. gain of 4.5 per cent over last year; 
7,138,000 calf and kip skins, a decrease of 
2.8 per cent; 7,415,000 sheep and lamb skins, 
a gain of 16.3 per cent; 3,387,400 glove sheep 
and lamb skins, a gain of 17.6 per cent. 

But every classification given above had 
lower inventories of finished leather at the 
mid-year, due to the heavy volume of ship- 
ments going out to manufacturers. Stocks 
of sole backs, bends and sides on June 30 
amounted to 3,290,000 pieces, as compared 
with 5,270,000 one year previous, a decline 
of 37.6 per cent. This represents only about 
two and one-half months’ production, and 
is probably about as low as it can con- 
veniently go considering the several months’ 
period required for tanning heavy leather. 

Stocks of cattle side upper leather on 
June 30 were down 20 per cent, compared 
with one year previous; calf and kip leather 
down 17.8 per cent; goat and kid leather 
down 11.3 per cent; sheep and lamb (shoe) 
leather down 14.4 per cent, and sheep and 
lamb glove leather down 17.8 per cent. 

This improved statistical position brings 
us to a situation where the outlook is for 
better earnings, provided two other factors— 
shoe prices and tannery capacity—do not 
interfere. 

When the leather now being sold from 
hides purchased several months ago is all 
disposed of, the tanners will have to in- 
crease their prices of leather to correspond 
with present hide costs if their profit mar- 
gin is to be maintained. This in turn will 
force shoe manufacturers to raise the price 
of their product so as to pass the advance on 
to the public. 

As to the second factor—plant capacity— 
the leather industry feels that surplus plants 
have during the last few years been scrapped 
down to the point where present capacity is 
no larger than normally needed, or than 
prevails in other industries. Leather pro- 
duction is in strong hands that should pre- 
vent a recurrence of overproduction. It is 
hoped that this is true, but time alone can 
tell. Because of the fundamental improve- 
ment, however, the long-term prospects are 
reasonably optimistic. 

Of the larger leather companies which 
publish statements of earnings, and many 
of whose securities are listed on the 
exchanges, United States Leather Company 
occupies the dominating position in the 
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heavy leather trade, accounting for approxi- 
mately one-third of the country’s total pro- 
duction. 

The present company is a reorganization 
taking effect in February this year of the 
Central Leather Company, which was es- 
tablished in 1905. Last June the stockhold- 
ers voted to consolidate with the United 
States Leather Company under the latter’s 
name. In addition to its several tanneries, 
the company has extensive timber lands, 
railroads, locomotives and cars, sawmills, 
extract works, glue factories, shops, ware- 
houses, etc. It produces hemlock, union and 
oak sole leather, harness leather and oak 
belting butts, also lumber and forest prod- 
ucts, glue, grease and miscellaneous prod- 
ucts. 

Under the reorganization, capitalization of 
the new company consists of $16,649,525 in 
7 per cent preferred stock; 249,743 shares 
Class A no-par stock, entitled to receive 
preferential dividends of $4 annually ahead 
of the common, but not cumulative, and to 
participate with the common in an addi- 
tional $2, and this issue is also convertible; 
307,010 shares no-par common. 

Earnings of Central Leather in 1926 
amounted to $534,910 after all charges, 
while in 1925 they were $1,465,076. Based 
on capitalization at the beginning of 1926 
of preferred and common stocks totaling 
around $73,000,000, less a deficit of $19,000,- 
000, giving a net capital investment of 
$54,000,000, last year’s profit represented a 
return of 99/100 of 1 per cent on the in- 
vestment ! 

Operations so far during the current 
year have shown a marked improvement, 
the first six months bringing a net of 
$1,064,291 as contrasted with a deficit of 
$592,103 in the corresponding period of 1926, 
and the outlook is regarded as favorable by 
holders of the preferred and Class A stock 
of the reorganized company, while the com- 
mon is, of course, purely speculative. 

But the preferred and common stockhold- 
ers of the old Central Leather Company 
received no dividends since 1921, in which 
year the company reported a deficit of over 
$11,000,000, following a deficit of $21,000,- 
000 the year previous. At the beginning 
of 1920 it had a profit and loss surplus of 
$30,509,274, which after seven years of 
losses and struggle had been wiped out and 
a deficit of $18,520,064 incurred instead. 

The preferred stock, which had sold above 
par and paid dividends regularly for fifteen 
yeats, sold down to 28%, and the common, 
which had an equally good dividend record 
and was regarded as a high-class invest- 
ment issue, sold as high as 116% before the 
slump and as low as 7 last year. Many of 
the farmers of the Middle West who think 
they were victims of “conspiracy” on the 
part of our “million dollar corporations” 
have not lost nearly so heavily as the in- 
vestors in numerous cases such as this. 

Lack of space prevents going into details 
fegarding the other large leather companies, 
such as Amalgamated Leather Cos., Inc. 
(kid leather), American Hide & Leather 
Co. (upper), Barnet Leather Co. (calf- 
skins), Graton & Knight Co. (belting), 
J. K. Mosser Leather Co., formerly Armour 
Leather Co. (sole, upper, etc.), National 
Leather Co., a Swift & Co. affiliation (sole, 
upper, etc.), and Ohio Leather Co. (calf- 
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$88,000,000 in Dividends 
Paid to Owners of 
Cities Service Common Stock 


On August 1, 1927, Cities Service Company paid 
the 180th dividend on its Common stock. 


From January 1, 1911, to August 31, 1927, total 
dividends of $88,000,000 in cash or stock or the 
equivalent were paid to owners of Cities Service 
Common stock. In the same period the Company 
earned, net to Common stock and reserves, over 


$145,000,000. 


The Common stock of Cities Service Company 


offers you an opportunity to share in the excellent 
dividends paid on this seasoned, 17-year-old secur- 


ity. By investing in it now at its present price 
and dividend rate, you get a yield of over 844% 
in cash and stock dividends. 


Mail the coupon for further information 
about this investment -opportunity 


Henr 
& 


GO WALL ST. 
BRANCHES IN 


herty 


NEW YORK 
PRINCIPAL CITIES 


Henry L. Doherty 
& Company 
60 Wall St., N. Y. 
Please send me com- 
plete information about 


Cities Service Common 
stock. 


skins), but practically all of them have had 
their share of difficulties and losses during 
recent years, and a number were forced 
through reorganization. 


Shoe Buying Improving 


oo production in the first six months 
of 1927 reached 164,880,000 pairs, or 
6.9 per cent more than the output of 154,- 
210,000 pairs in the same period of 1926. 
Since the advance in leather prices has re- 
cently forced most shoe companies to in- 
crease their own quotations, distributors 
have been cautious purchasers in the sum- 
mer period, but ultimate retail demand has 
apparently not been affected. 

A study just made by the Standard Sta- 


(137C-22) 


tistics Company indicates that consumer de- 
mand for footwear, as evidenced by the 
marked increase in production during the 
first half of 1927, has been excellent, and 
that thus far there has been little, if any, 
curtailment in retail buying as a result of 
the higher prices. Although further slight 
advances will doubtless be placed in effect 
as the fall season advances, most shoe manu- 
facturers should be able to increase produc- 
tion this fall to about the usual seasonal 
extent, and output for _the year as a whole 
may show an increase fully corresponding 
with that registered in the first six months. 
Retail stocks are small at present. 

Profit margins of the shoe manufacturers 
are being curtailed somewhat, since the price 
advances on footwear have not wholly off- 
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CUTTING FLAME 


There’s only One Way to Secure 
3 Point Protection 


TfjOOK to all the big modern banks of the world. You 
‘91 will find a vast number have installed, or are plan- 
ning to obtain, the “3 Point Protection” for vaults that 
only Steelcrete can give. The Federal Reserve Bank of 
New York—The Bank of England—Royal Bank of Cana- 


da at Montreal—Mitsui Bank of Tokio, Japan—all great 


names. 


Steelcrete mat imbedded in the concrete provides the 
greatest defense ever attempted. And you don’t want 
to risk less protection for your bank. Certified endorse- 
ments of Bankers and Booklet No. 20 offer evidence. 


The Consolidated Expanded Metal Companies 


Steelcrete Building 


Branches: Atlanta ° 
Boston Philadelphia 


set the upturn in leather. Nevertheless, as 
a result of the increased production, earn- 
ings of the larger manufacturers were mod- 
erately greater in the first half year than in 
the corresponding period of 1926, and simi- 
lar gains are anticipated in the current 
quarter. 

Unless leather ‘prices later advance suff- 
ciently to make necessary the establishment 
of shoe prices at levels tending to restrict 
retail demand, earnings of the dominating 
concerns in the manufacture of the staple 
lines of footwear should for the year as a 
whole run well ahead of those in 1926. 


Reasons for Narrow Profits 


HE shoe manufacturing industry was 

naturally affected by the collapse in 
prices of leather, but it has also had its own 
special problems coming from the change from 
high to low shoes for both men and women, 
which came about a few years ago, the 
elimination of the old-time two-season trade 
each year, the rapidity of style changes, 
vogue for colored leather and fancy stamped 
patterns, and decreased wear on shoes as a 
result of the public’s riding in automobiles 
instead of walking. 

A few organizations, however, have man- 
aged to make very creditable showings. The 
field of men’s low-priced shoes, which are 
more or less staple as contrasted with the 
changeable styles in footwear for women, 
is dominated by the “Big Three”’—Inter- 
national Shoe Company of St. Louis, Endi- 
cott Johnson Corporation of Endicott, N. Y., 


Cleveland 


Wheeling, W. Va. 


Pittsburgh , New York 
hi 


and the Brown Shoe Company of St. Louis. 

The largest of this trio of industrial 
giants is International, which was formed 
in 1921, to succeed a combination of much 
older companies. It has a completely inte- 
grated organization, including eight tanner- 
ies, nine shoe factories and supply depart- 
ments in St. Louis, twenty-two elsewhere 
in Missouri, nine in Illinois, nine in New 
Hampshire, and one in Kentucky, together 
with sales branches and subsidiary plants 
making leather heels, box toes, rubber heels, 
tanning extract, cartons and boxes, chemi- 
cals, ete. 

International is one of the 112 American 
corporations (including railroads and public 
utilities) that reported 1926 earnings in ex- 
cess of $10,000,000, and the only one in the 
shoe and leather industry. Its net profits 
for the last fiscal year (Nov. 30) were 
$13,217,576, comparing with $12,721,444 in 
1925 and $13,060,795 in 1924. 

The company had outstanding at the be- 
ginning of 1926 an issue of $10,000,000 in 
6 per cent cumulative preferred stock and 
920,000 common shares of no par value car- 
ried at $60,176,137. On this combined capi- 
tal investment last year’s profit would rep- 
resent a return of 18.9 per cent. This, how- 
ever, is at the rate of only 11.3 cents on 
each dollar of sales, which totaled $116,- 
980,836, and entire physical properties are 
carried at a very conservative valuation of 
only $25,242,162 after depreciation. 

Endicott Johnson reported net profit last 
year of $3,697,878, which is after deduct- 
ing $420,363 payable to workers under the 


company’s profit-sharing plan. Based on 
capital invested at the beginning of 1926, 
this represented a return of 8.1 per cent, and 
was at the rate of 5.2 cents on each dollar 
of its $70,661,675 sales. 

Brown Shoe did a business of $31,915,829 
in its last fiscal year (Oct. 31), on which 
it realized a net profit of $1,323,951, or 4.15 
cents on each dollar of sales. It will be 
observed, therefore, that International not 
only secured by far the largest volume of 
business, but also netted the widest margin 
of profit and the best return on its invest- 


ment. 
Growth of Chains 


HERE is one feature of the shoe busi- 

ness that appears to be exercising an 
increasing influence toward stability, and 
that is the growth of the large chain shoe 
store organizations. These provide a cer- 
tain outlet for the manufacturer, and pos- 
sess practically all the advantages of chains 
generally, plus the advantage of shifting 
inventories from one store to another so 
as to sell out a certain style completely, 
down to the last odd sizes, which, of course, 
the individual retailer cannot do. 

Little attention appears to have been given 
to this development so far, although mod- 
erate sized shoe chains were formed several 
years ago. We are pleased to present here- 
with a table which has been compiled 
through the courtesy of the Chain Store 
Age, showing all shoe chains having over 
twenty-five stores. It will be noted that this 
list of twenty-three companies accounts for 
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2400 locations, which is a very important 
factor in the national distribution of the 
shoe industry. A limited number of these 
shoe chains publish earnings figures, which 
appear at the beginning of the article. 


Principal Shoe Chains 


ke-Hazzard, Inc. 
Beck Shoe Corp 


Blyn, Inc 
i Bright Shoe Stores Co 


erson Shoe 
Shoe Stores Co 
Haines Shoe 
Hanan & Son 
Geo. E. Keith Stores Co 
G. R. Kinney Co., I 
Melville Shoe Corp 
Merit Shoe C 
Newark Shoe Stores Co 
Nunn, Bush & Weldon Shoe Co 


Regal Shoe C 
Rosenbush Co 


Schiff Co 
Traveler, 
tt. 
U.Well Shoe Co 
Wohl Shoe Co 


Total 23 companies 


Success Through Cooperation 


O account of the shoe and leather in- 

dustry and its improvement in recent 
years would be complete without a refer- 
ence to two associations, which deserve credit 
for the valuable work they are doing. 

One of these is the Tanners’ Council of 
America, established at the request of the 
War Industries Board in 1917. This or- 
ganization, whose membership is made up 
of the tanners of over 95 per cent of the 
leather in this country, has offices in New 
York, where it collects statistics regarding 
leather production, shipments and _ stocks, 
also information as to conditions in the.cat- 
tle and hide markets and the shoe manufac- 
turing industry. 

Since 1920 it has maintained a research 
laboratory at the University of Cincinnati, 
where all problems incident to leather tan- 
ning are given constant study by expert 
chemists in order that the quality of Ameri- 
can leather, now the best in the world, may 
be still further improved. In 1924 a new 
laboratory building with the finest equip- 
ment obtainable was presented and dedi- 
cated. 

The leather industry five years ago asked 
Fraser M. Moffat, who had many years’ 
practical experience, to become president of 
the Tanners Council and give his entire 
time to their interest, and exhibited a de- 
gree of intelligent cooperation in backing 
his efforts which has brought the results set 
forth. 

Aside from the technical problems of 
tanning, there has been a need for publicity 
as to the inherent good qualities of leather, 
in order that it might hold its own against 
various substitutes that have been intro- 
duced and aggressively advertised. This 
second function is handled by the American 
Leather Producers, Inc., New York, which 
is fostered by a group of independent and 
competing tanners. Its object is to explain 
to the public by every means at its command 
the highly interesting facts about leather, 
about its manufacture and about the great 
tanning industry. This association has car- 
tied on campaigns of a general educational 
nature which have had the effect of popu- 
larizing leather and widening its uses in 
various products. 
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The Hazards a Fiduciary Runs 


(Continued from page 154) 


for the trust company if the trust officer 
makes distribution of the estate without the 
payment of the proper taxes to the Federal 
and state governments. 

Ordinarily, this would seem to be an easy 
matter to determine, but in a great many 
cases in the past it has been one of the most 
difficult problems for a trust company to 
solve, and just when the tax liability of an 
estate or trust has been finally determined 
and satisfied has been a big question before 
many of the trust officers of the country. 
Suffice it to say that every trust officer 
should be very particular to know that the 


entire tax liability of a trust or an estate 
has been determined and satisfied before a 
final distribution is made by the trust com- 
pany. 

Termination of Trusts 


ANY courts hold that a trust must run 

for its full period, and that the 

cestui que trustent cannot, by agreement, 
terminate the trust. 

If the trustee permits the terminations of 

a trust by such an agreement and trans- 

fers the title to the trust property accord- 

ing to the terms of the agreement, it is 
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possible that the trustee would subject itself 
to great liability after the expiration of 
many years. There may be children who 
are yet unborn who might have an interest 
in a trust of this kind; there may be many 
contingencies that could arise that would 
make it improper to terminate the trust in 
this way. Therefore trust officers should be 
very careful in permitting a trust that is 
held by them to be terminated by agreement 
with the beneficiaries. If this is to be done, 
it should always have the sanction or ap- 
proval by decree of a court of proper juris- 
diction. 

The duties and responsibilities of a trustee 
under a bond or note issue are usually clear- 


CHICAGO 


Phone Randolph 6340 
Philadelphia 


Detroit 
Minneapolis San Francisco 


ly set forth in the indenture securing the 
bond issue. Nevertheless, it behooves the 
trust officer to see that the proper clauses 
are inserted in the indenture to protect the 
trustee. Many of these indentures are drawn 
by attorneys who do not insert these clauses 
in the indenture. In our own experience 
we have had a number of these indentures 
presented to us where the clause protecting 
the trustee was left out entirely. It is al- 
ways necessary to have clauses of this kind 
inserted in the indenture without which 
trustees subject themselves to great potential 
liabilities. - 

When the trust company undertakes to 
act as trustee under a mortgage bond issue, 
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it is required to construe the instrument and 
act in accordance with its best judgment. 
This, of course, would include the handling 
of the principal, payment of coupons, sink- 
ing fund, the making of releases and giving 
notices required by the mortgage or other 
instruments under which it acts. The lia- 
bility for the performance of these duties 
would amount to nothing if there were no 
defaults on the part of the company issuing 
the mortgage debt and the mortgage was 
finally discharged in full. If, however, de- 
faults are made and the company fails to 
meet its obligations, the trustee may be held 
accountable for any mistakes it may have 
made in the improper construction of the 
instrument under which it acts. This lia- 
bility, of course, may not become apparent 
for years after the trustee has accepted the 
same and acted under its own construction 
of the instrument. 


HE potential liabilities attending fidu- 

ciary business cannot be too much em- 
phasized. A worthy trustee does not wish 
to avoid responsibility, nor be relieved from 
its own negligence or mismanagement, but 
it does wish to be protected in every way 
possible from unforeseen legal pitfalls that 
may subject the trust company to serious 
embarrassment and actual dangers. 

Usually these unforeseen potential liabili- 
ties do not manifest themselves for many 
years after the creation of the trust and 
after the acts complained of have been per- 
formed. In many cases the original parties 
to the transaction are all deceased or gone, 
and the evidence necessary to protect the 
interests of the trust company is not readily 
available, and in many cases it is expensive 
and almost impossible to secure the evidence 
sufficient to protect the interest of the com- 
pany. Therefore trust officers must use 
every degree of precaution that their broad 
experience and judgment has given them in 
the handling, management, and distribution 
of fiduciary business. May it be said to 
the credit of the active trust officers of the 
country that in actual practice the trust 
companies have suffered little from these 
many legal pitfalls, and it speaks well for 
the character, integrity, ability, and fidelity 
of the trust officers of America. 


How to Get Rid 


(Continued from page 155) 


in other departments. If anyone on the list 
has, and if this is considered advisable, a 
letter should be written, asking this customer 
to call. This is the first step, but if no 
response is received, a letter should go out 
at once stating in substance that the check- 
ing account is unsatisfactory (not unprofit- 
able) and, unless an improvement is made, 
closure may be expected. 

In about 50 per cent of the cases where 
these letters are received people will call; 
about 30 per cent will be closed out without 
question and without answer to the com- 
munication, and in the remaining 20 per cent 
the bank will have to remit checks for the 
balance due. This 20 per cent should be 
notified by registered mail, the bank stating 
in detail that inasmuch as the former com- 
munication had been ignored and the ac- 
count was still unsatisfactory, within ten 
days the account would be closed. 
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The banks which adopt this system will 
find this is particularly necessary to include 
in their plan of action, but the procedure 
so far outlined is only a part of the whole 
system. Yet it is believed that if many 
banks will investigate the manner in which 
they handle this work in their institutions 
they will find that they go no further than 
just to eliminate the account from their 
ledger. 

But more must be done, and this is espe- 
cially true of the bank with branches. 

Each institution should adopt a card sys- 
tem whereby each new account officer and 
teller receives notification of the closure 
of unsatisfactory accounts in the bank, and 
all such names should be submitted on cards 
to the different branches. These cards must 
be filed alphabetically, ready for constant 
reference, so that no office will reopen the 
account either through the New Account 
desk, over the counter or by mail. 


Protecting Other Banks 


HE described system takes care of the 
bank’s internal problem, but what about 
the other banks in a city? 

As a rule, the individual whose account 
is thrown out of one bank because it has 
been unsatisfactory will seek to open one 
with another bank. Therefore, unless there 
i; a uniform system adopted by all of the 
institutions in a city, there will be merely 
a shifting of unsatisfactory accounts from 
one bank to another. On the other hand, 
the banks can protect themselves if all will 
cooperate. 

This can be made possible by the adop- 
tion of a card system in colors to be chosen 
so that each bank will forward to the local 
bankers’ association the names of unsatis- 
factory checking customers. These in turn 
should be sent to each member bank and 
filed with their own records for constant 
reference. It is very essential that the cards 
as sent out to each bank must not bear the 


name of the bank sending them, but a code 
should be established so that if the cards 
should fall in the hands of depositors they 
could not interpret the meaning of its use. 

It is also very possible to include in this 
same system warning cards concerning in- 
dividuals whose other dealings would make 
unsatisfactory checking customers elsewhere. 

A close examination of this outlined plan 
will show its completeness, but it does be- 
come woefully weak if each bank does not 
have the same system working within as 
well as without. 

Where this plan has been adopted—and it 
is in successful operation in a large east- 
ern city where there are more than twenty 
banks—the institutions, which have followed 
it in detail, have been more than justified 
for the labor and expense involved in keep- 
ing it in working order. 

It is not difficult to install, not expensive 
to maintain, but it is one of those problems 
which is tantalizing to the banker, and he 
is "uble to let some part of his system fall 
down if constant watch and care are not 
maintained. Some very interesting experi- 
ences will arise from its introduction. 

In the first instance, as has been outlined, 
the banker must not confuse this plan with 
the unprofitable account where the service 
charge is being introduced. It must be kept 
separate in its actual operation, although 
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some of the accounts will naturally pass to 
the service charge class. 

It is a system liable to be neglected, be- 
cause a careless worker, not having been 
approached by an unsatisfactory customer 
for some time, may neglect to refer to the 
card records at the time when an unsatisfac- 
tory account from another bank happens to 
enter his institution. 

Extreme care must be exercised in secur- 
ing the proper spelling of the name and ad- 
dress as carried on your books. Similarity 
of names with good customers might cause 
very embarrassing positions on the part of 
the bank and a great injustice may be done. 

It may arise in the minds of the bankers 
reading this article that such a plan is too 
extreme in character and that the bank is 
carrying its policy too far. All banks, how- 
ever, should remember that they are quasi- 
public institutions, and it is their business 
to operate in all ways upon a most efficient 


CHICAGO ST.LOUIS 


MINNEAPOLIS 
DALLAS 


basis. They will find that elimination of 
unsatisfactory accounts will tend to strength- 
en their organizations and cause the custom- 
ers who know of this plan to realize that 
it is the bank’s desire to be operated along 
the most approved lines; and this in turn 
means increased prestige. 

While the American Bankers Association 
has never gone on record relative to any 
particular system designed to protect banks 
from the handling of unsatisfactory ac- 
counts, it is felt that this is a matter which 
is worthy of consideration on the part of 
banks located in the various cities through- 
out the country. 

So the cry of the banker today should 
not only be “place the unprofitable account 
in a profitable class,” but also “put the un- 
satisfactory account on a satisfactory basis 
or eliminate its chances from ever being 
carried in any bank.” 
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Banks and business houses _ built 
walks of their own inside their 
to connect with the one outside. At the 
Commercial Bank the walk was about the 
height of the counters, so the customers 
walked in, squatted down at the windows 
and said, “Give me change for a ten,” or 
whatever else they had on their minds, 

“We officers went up into the balcony,” 
said Mr. Lyell, “and we managed to scaffold 
other things up so they would not he ruined. 
Our biggest problem was the saic deposit 
vault, into which the water was running 
very rapidly. We didn’t know what the 
customers had in their boxes that might 
be damaged, so we telephoned those we 
could reach and sent out for others to come 
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Banking as Usual 


(Continued from page 149) 


has an imposing stone bank building which 
proved just high enough to ward off the 
flood waters, but the other banks got a 
ducking. The Greenville Bank & Trust 
Company occupies a corner at one of the 
busiest intersections, right across from the 
post office, where the Red Cross and other 
relief agencies were housed. Thus this in- 
stitution was located in the center of navi- 
gation, so to speak. 

At the Commercial Bank, Assistant Cash- 
ier E. M. Burton took a cue from the flood 
fighters and built a little levee at the front 


$50,626,000 


door. He kept on piling up sacks of dirt 
until the water began coming in the back 
way; then he gave up. 


Board Walks Built On Inside 
of Banks 


AS may be noticed in the illustrations, 
the Greenville Board Walk was up on 
pretty high stilts. This was to make it safe 
against further rises, and also to let the 
boats through underneath. Old automobiles, 
with the engines removed, were-brought in 
and stacked against the Board Walk at 
intersections to keep the current from wash- 
ing it away. 


and unlock the boxes so we could get their 
valuables to a safer place. Many customers 
came in, and none of the others reported 
that anything was ruined by the water, 

The banks in Greenville stayed open from 
ten to twelve o’clock each morning, but were 
not very busy. Asked whether withdrawals 
were heavy, the bankers replied that five or 
ten dollars was about as much as any one 
wanted tu take out after he found he could 
get all of his money if he wanted it. 

Unlike the other institutions in the flooded 
area, the Greenville banks balanced every 
day, though they cleared only twice a week. 
For ten days there was no mail, but when 
it did come it came in a heap. At the 
Commercial Bank it took the force four 
hours to open the accumulation. 


Bankers Not Pessimists 
Despite the Flood 


ENERALLY speaking, the bankers of 

the territory that was inundated feel 
that there is no reason to be _ pessimistic. 
The land has been enriched somewhat, and 
many planters were forced to plant other 
crops than cotton—something the agricul- 
tural advisers have been trying to get them 
to do for a long time. There will be hard 
times among certain people; no doubt about 
that. Yet for those able to work there 
will be employment, and if the government 
undertakes an extensive flood protection pro- 
gram, the South will probably benefit in the 
long run from the dark days when their 
homes were flooded. 

All up and down the river the bankers 
laugh about their experiences “during the 
water,” but it’s much easier to laugh about 
it now than during those times when it 
seemed they would have to page Mr. Noah 
and h‘s ark. 


The Bank of Commerce at McGehee 
failed shortly after the water went 
down 
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Furnishing Funds 
(Continued on page 146) 


terest of the Treasury Department, but there 
have been other factors. The situation of 
the farm mortgage loan business in the 
United States in recent years has been very 
unfortunate, particularly during the past two 
or three years in certain portions of the 
country where the general depression in 
agriculture and the effects of the deflation 
period following the war have been most 
severely felt. Matters have grown from bad 
to worse, especially in some north central 
states and in the Pacific northwest, and they 
came to a head about the time many of the 
mortgage loans placed in the height of the 
demand for loans in 1921-1923 commenced 
to fall due or when their essential weakness, 
based upon still inflated values in those 
years, commenced to be evident. Mortgage 
concerns were overwhelmed with their real 
estate holdings obtained by foreclosures for 
which there was no market and upon which 
great losses appeared to be inevitable in 
view of the short period of the loans upon 
which mortgages were based. Failures of 
these concerns increased in frequency and in 
liabilities. The serious situation was well 
understood in financial and political circles 
and every effort has been made to bring 
relief. 


Complaints to Treasury 
Department 


HAT is more natural, therefore, than 

a disposition on the part of such pri- 
vate concerns to question the position of the 
new farm loan bank systems? Here were 
new enterprises holding over a billion and a 
half dollars of the people’s money. They 
were in the mortgage loan business and this 
business was known to be in a bad way. 
Mortgage loan concerns all over the country 
were buried in foreclosed real estate and it 
was known that some of these land banks 
had been acquiring considerable real estate 
and were about to acquire more. Moreover 
one of the Federal Land Banks—that at 
Spokane—had been in difficulty and although 
it was brought out of the woods quickly and 
effectively by the aid of other Land Banks 
under a unified system of responsibility, the 
fact of its original difficulty was made the 
most of by the opponents of the land bank 
system. It was known, also, that two of the 
Joint Stock Banks—that at Kansas City and 
another at Milwaukee—were in serious diffi- 
culties and their stock and securities had 
lost value. In the arguments of opponents 
their condition represented faults in the sys- 
tem. Because of the experience of these 
banks and also because other banks had been 
rather too ambitious in the declaration of 
dividends without sufficient reserves the 
stocks and bonds of many of these institu- 
tions fell in value. Irate investors com- 
menced to bombard the Treasury Depart- 
ment with complaints. Some of the stock 
and bonds of these institutions had undoubt- 
edly been sold under the declaration that the 
banks were under the supervision and con- 
trol of the Treasury Department. The 
Treasury Department vainly claimed and 
demonstrated that under the law it had no 
control of these concerns and while they 
were declared in the constituting act as “in- 
strumentalities of the government” they were 
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A Complete Banking Service 


The Midland Bank offers exceptional facilities for the transaction 
of banking business of every description. Together with its 
affiliations it operates nearly 2400 branches in Great Britain 
and Northern Ireland, and has agents and correspondents in 
all parts of the world. The Bank has Offices in the Atlantic 
Liners Aguitania, Berengaria and Mauretania, and a foreign 
branch office at 196 Piccadilly, London, specially equipped for 
the use and convenience of visitors in London. 


MIDLAND BANK 


HEAD OFFICE : 5 THREADNEEDLE STREET, LONDON, E.C.2 
Affiliated Banks: Belfast Ireland; The 
Clydesdale Bank Ltd., and Ni of Scotland 


Head Office: 
LONDON, E.C. 3. 


il 


Over 1,700 Offices in England & 
Wales, and several in India 
and Burmah. 


(31st December, 1926.) ($5=£1.) 
DEPOSITS, &c. $1,.738,267,290 
ADVANCES, &c. $973,787 ,595 
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The Bank has Agents and 

Correspondents throughout the 

British Empire and in all parts 

of the World, and is closely 

associated with the following 
Banks :— 


The National Bank of Scotland Ltd. 
Bank of London & South America Ltd. 
Lloyds & National Provincial Foreign Bank Ltd. 
The National Bank of New Zealand, Ltd. 
Bank of British West Africa, Ltd. 


= The British Italian Banking Corporation, Ltd. | 


in fact cooperative and private concerns. 
The fact remained, however, that Secretary 
of the Treasury Mellon was ex-officio chair- 
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Bank Ltd., Scotland. 


HARRIS TWEED 


DIRECT FROM THE MAKERS 
Hand-Woven, High Class Material, an 
Aristocrat of Tweed for Golf and All 

Sports Wear 
Patterns free on request—stating shades desired 
NEWALL 330 Stornoway, Scotland 
SUIT-LENGTHS CUT TO ORDER 


man of the Farm Loan Board in control of 
both types of land banks and it is no wonder 
that in the protection of that reputation for 
ability and integrity which Mr. Mellon so 
justly enjoys the Treasury Department had 
much to seriously consider. Here were in- 
stitutions whose real ability to weather 
storms was as yet undemonstrated. With 
some unfavorable facts known and many 
others unjustly surmised there was a possi- 
bility of an immense debacle, a scandal of 
national importance involving 542,364 farm- 
ers who had borrowed and bondholders who 
had loaned nearly $1,750,000,000, not to men- 
tion stockholders with an interest of more 
than $125,000,000 more. It is no wonder 
that the Treasury Department was worried. 

Moreover it is now admitted by all par- 
ties to the controversy that it is well that 
the Treasury Department brought the situa- 
tion to the attention of Congress and the 
public generally; for while it will be shown 
in due course that the farm loan banks on 
the whole have been extraordinarily success- 
ful in their operation and as a whole are 
eminently sound and most of them are well 
managed it is admitted that there were weak- 
nesses in the conduct of some of them, there 
were faults in the manner in which the gov- 
ernment agencies were supervising them, 
and the policy some of them were following 
might easily have developed into a situation 
where loss and trouble would inevitably re- 
sult. Fortunately there is no reason to fear 
any such debacle. But the action of the 
Treasury Department has done much to pre- 
vent any such possibility and to restore any 
measure of public confidence which may 
have been lost in the purging process. 
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Why Bankers 


(Continued from page 157) 


“educating” the banker to their viewpoints, 
convincing him tl.at a loan to this industry, 
or that trade, for the financing of expansion, 
is constructive up-building, and perfectly 
safe. And so it may be, when the banker 
has enough money in the industry to step in, 
stop the use of current funds for investment 
in plant, chop down high salaries and elimi- 
nate salary-drawing relatives. The old 
army game! All the retrenchments and re- 
arrangements necessary to build the club at 
all are attributed to banking tightness, pig- 
headedness and blindness. And from the 
bank point of view, it ain’t right! 


OW is the banker to talk about what 

goes on in the operating room? Cer- 
tainly not in the paid advertising, or the 
publicity handouts prepared for the bank, 
and not when he comes home from Europe, 
and the newspapers want optimism. Dur- 
ing the reorganization of a mismanaged 
enterprise is certainly no time, when every 
remark may be interpreted as a statement of 
policy. Nor yet while the promoter is throw- 
ing his smoke-clouds of invective. 

But there are times when things go pretty 
well in the community, when nobody seems 
to be in any trouble, and “it ain’t go’n to 
rain no mo’,” and nobody is likely to in- 
terpret a frank talk as a threat or a promise, 
then bankers might well talk of their troub- 
les. Not as troubles, but as things that 
really happened once upon a time, and how 
the situation was handled, and where the 
public might have helped if it had known a 
little more about fundamentals. 

That sort of talk can do the community 
far more good than the banker, although it 
will take weight off him too. 

The other night, a real estate man told 
me about buying a piece of farm property 
which had been planted in fruit trees by a 
former purchaser, patiently brought to the 
bearing stage, and then sold, because the 
former owner was worn out, physically and 
financially. With a little more money, he 
could have got over the last hill. The pur- 
chaser expects to get sufficient fruit from 
this property to pay interest on a valuation 
of $2,500 an acre. He bought for $350 an 
acre. The other fellow probably invested 
$1,000 an acre. His project was sound, and 
if he had known, when he started, a few of 
the plain principles that a banker must stick 
to, in taking over such an enterprise, he 
would have gone through those eight years 
without wearing himself down to rags over 
money pinches. There was ample money 
at the start, had it been budgeted for the 
ten-year haul ahead. But it had been di- 
verted to capital investment and show, such 
as unnecessary buildings and too many and 
too shiny motor cars. . The familiar story, 
feeling rich at the start, and mighty poor 
at the finish, just as common in big corpor- 
ate affairs as in individual enterprises. In 
horticulture, this situation is often found 
nowadays. 

A few days later, I listened to the sad 
story of a small manufacturer who had 
struggled 10 years to establish a business, 
and was still struggling. His story is com- 
mon, too. He started without capital, but 
had an excellent new product. The latter 
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Guaranteed 
Safety 


Loose Leaf 


ipment 


for every businessneed 


KALAMAZOO LOOSE LEAF BINDER CO. 
Factories at Kalamazoo, Mich., and Los Angeles, Calif. 


Sales Offices in Principal Cities 


LOOSE -LEAF -DEVICES -AND 
ACCOUNTING - SYSTEMS 


has been selling all these years, yielding 
enough for him to live on, and to build 
quite a respectable little factory. A  busi- 
ness counsel assures me that there is a 
quarter-million dollars in the product, when 
steps are taken to properly organize and 
market the article. But there was no bud- 
geting, no plan, no looking ahead, and see- 
ing the critical times in the business, and 
taking steps to meet them. Principally, 
there was a fear that somebody but the 
owner might profit from the business if al- 
lowed to invest in it, and so there was in- 
sufficient capital for its proper upbuilding. 
In neither of these cases had the banker 
“stepped in.” But there are plenty of other 
cases of the same kind where he must in- 
tervene, and do the best possible thing. 


EOPLE do not know, because the 
banker seldom tells them of his troubles. 


With a little adjustment of viewpoint, bank- * 


ers might talk more freely, and explain. 
In fact, I imagine a banker is telling his 
troubles now: 

“Troubles?” he echoes. “Why, bless my 
soul, I haven’t any of my own. About the 
only kind of trouble a banker ever gets into 
is other people’s troubles. Other people get 
into trouble principally because they do 
not lay out an orderly program of work for 
money, either their own money, or funds 
obtained from investors or banks. 

“As a banker, I run an employment office 
for money. A dollar comes to me looking 
for a job. Seventeen policemen, in the 
guise of Federal and state banking exam- 
iners, watch me closely. Borrowers apply 


for dollars to go to work for them, and if 
they look like competent employers I as- 
sign so many of these dollars to go on such 
jobs. 

“If the money is well managed, I have 
no worries. But in a certain number of 
cases the management is bad, and I have to 
step in, as it is called, and become a sort of 
walking delegate, to see that those dollars 
are either properly employed or sent back. 

“Here is where people get the idea that I 
like to stick my fingers in other folks’ pies, 
and pull out the plums for myself. There 
was the Jones’ soap factory, for instance, 
which everybody regarded as a fine invest- 
ment until I stepped in. When I got through 
with the reorganization, it had been trimmed 
down considerably, but I assure you that 
the reduction treatment was given by the 
former management, and that what was left 
wasn’t what I couldn’t keep for myself, but 
all I was able to save for the stockholders. 
Some evening soon, when we have time for 
another talk, I'll tell you what I was up 
against, as a banker, in the Smith mercan- 
tile receivership, and the Brown fruit farm 
liquidation. I want to do this, because I 
want to keep out of as much trouble as pos- 
sible. And as the only troubles that keep 
me awake nights are other folks’ difficulties, 
due to the wrong use of money, it is to my in- 
terest to show you what to do with money by 
telling you what not to do. Far from relish- 
ing the job of doctor, coroner and under- 
taker for other people’s business affairs, 
that will be a happy day for me when I 
can devote all my time to straight banking.” 
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E MPIRE BONDS 
combine a degree of 
safety and liberal 
yield unmatched in 
mortgage loans: 


— Guaranteed by one or 
more strong surety 
companies. 

— Legal for trust funds. 

— Independently trus- 
teed by a large bank 
or trust company. 

— Secured by a closed 
first mortgage on in- 
come-earning real 
estateinleading Amer- 
ican cities. 

— Yield 6%. 

Make this strict standard 

of safety and income your 

own standard for profit- 
able investments. 


Empire Bond & Mortgage Corporation 
National City Building 


42nd Street at Madison Avenue, New York 
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exclusive 


Etch-Art Metal Wall Calendars will help 
you open new accounts and keep the old. 
Besides, your bank is offered exclusive dis- 
tribution rights in your territory. 


12 13 14 16 161718 
21 22 23 24 26 


The artistic design is richly contrasted by 


the black background. The pad is neatly 
printed—with the current, past, and pre- 
ceding month all at a glance, for three years. 
And then pads can be replaced for another 
three-year period of publicity. 


We'll gladly send one and quote prices. 


For the past half century Grammes has been making 
articles of merit, among which are Wall and Desk 
Calendars, Desk Specialties, Key Chains and Tags. 


L. F.Grammes €& Sons, Inc. Allentown, Pa. 


16 Exchange Place 


Better to be Safe 
Than Sorry 


A visit from bandits * * * * gun 
fire * * * * an employee or cus- 
tomer shot * * * * the bank’s 
funds and valuable papers stolen. 
Insurance? Yes * * * * but insur- 
ance will not bring back human 
life and restore the full confidence 
of the public. 


There Is Safety in 


FEDE 


It is instantaneous in action * * * ef- 
fective in combating the bandit * * * 
does not endanger human life. It is 
the only tear gas that has stood the 
rigid tests of the Underwriters’ Labo- 
ratories, and is recommended by them. 


More Than 2500 Users 


The booklet “Beating the Bandit” de- 
scribes it fully—send for your copy. 


FEDERAL LABORATORIES, 
INC. 


1631 Liberty Ave., Pittsburgh, Pa. 


Branches in principal cities 


BOUGHT AND SOLD 


Rare Coin Book 65c. 700 Illustrations. 
Send 10c for Coin collecting booklet. 


Guttag Bros. 
New York 


Allied Securities 
System 


A method by which related finan- 
cial lines of business, such as in- 
surance, building and loan, trust ser- 
vice, farm loans, real estate, abstracts, 
bonds and mortgages, are consoli- 
dated, grouped, and operated by one 
management under one roof. 


A system of financial 
department stores 
Each department feeds the others 


and each unit of the System feeds 
other units in other cities. 


Profits 
Increased 


Overhead 
Reduced 


Does your city want a unit? Can 
you organize units for us? Would 
you like a position in such a unit? 


Send for booklet 


ALLIED SECURITIES 
SERVICE CORPORATION 
132 North 12th Street 
Lincoln, Nebraska 


BRONZF 


exceedingly 


to 2% x9 inches; 
around, if desired; easel supplied for 
desks, etc., without extra charge. 


Premier Art Works, 32-46 RossSt, Brooklyn, NYC. 
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The Diary 
(Continued from page 152) 


and the reluctant attitude of some «i the 
people who had contributed. 

How foolish it is for a man to insult a 
soliciting committee and afterward contrib- 
ute to the cause, whatever it may be! It 
is a wise man who graciously does his duty 
no matter how difficult it is for him to do it, 
because, in so doing, he reaps credit for 
himself. Many a generous gift is tainted 
by the nasty attitude of the giver. 


MAY 7 

Mr. Timple, a bond broker, has just left 
me. He is considerably worse for wear and 
tear and stung clear through. The cause 
of the trouble was that we offered a bid 
for a large block of sewer bonds just issued 
by this city. Our bid was the best by many 
thousands of dollars, with the exception of 
the one offered by this broker. We made 
this exceedingly favorable bid because we 
wanted to secure our own bonds for the 
benefit of our customers who would have 
great confidence in them and we would be 
saved much explanation of their merit. 
Furthermore, it was perfectly logical that 
our own people should be permitted to buy 
their own bonds and that our banks, the 
largest taxpayers in the community, should 
be favored as purchasers of these bonds. 

Our friend, the bond broker, bid under 
us by $67 on a $200,000 issue, and when 
the deal was concluded he called to sell us 
a large block of the bonds. 

In the meantime I had learned that he 
had visited our bank and other financial in- 
stitutions in the city, and, without his mo- 
tives being known, officers of our bank 
thoughtlessly answered his queries concern- 
ing our views on the price of these bonds, 
which enabled him to ascertain exactly whit 
our bid was to be. He later used this in- 
formation. When challenged he did not deny 
that he possessed this information. 

“In other words,” I said, “you came into 
our bank and interviewed an officer in such 
a manner that he would not suspect your 
motives; got our price and used the infor- 
mation, which you had unethically secured, 
in making your bid. Your bid would have 
been thousands of dollars above ours had 
you not violated the simplest rule of decent 
conduct. We refuse to buy your bonds at 
any price as much as we desire to have 
them. You need not think you can trick us 
like a shyster at a circus and expect us to 
pay you tribute money afterward. 


Convention Calendar 


STATE 
ASSOCIATIONS 
Indiana 
Arizona 
Nebraska 
New Mexico 


PLACE 
Indianapolis 
Flagstaff 
Oamha 
Deming 


DATE 
Sept. 21-22 
Oct. 13-14 
Oct. 19-20 
Oct. 20-22 


OTHER 
ASSOCIATIONS 
Investment Bankers 
Association Seattle, Wash. 
American Bankers Asso- 
ciation Houston, Tex. 


DATE PLACE 


Sept. 25-30 


Oct. 24-27 
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LOS ANGELES: FIRST NATIONAL TRUST & SAVIN’S BANK 


is created under the authority and approval of the Comptroller of the 
Currency of the United States through the consolidation of the 


PACIFIC-SOUTHWEST TRUST & SAVINGS BANK 


WITH 


THE FIRST NATIONAL BANK ot LOS ANGELES 


Tuis consolidation brings together into one unit two banking organizations 
serving the three millions of people in the southern halt of California and 
creates a great national banking association having membership in the Federal 
Reserve System and operating trust. savings and commercial departments 
under the liberalized charters now granted tonational banks by the authority 
of the Sixty-ninth Congress. 


Givinc effect to the consolidation and completion of its plans, its capital 
will be $12,250,000; its surplus $8,000,000; and 1ts undivided profits not less 
than $7,750,000. Its services will extend to the most important financial 
centers throughout the world by means of carefully worked out reciprocal 
correspondent relations. 


For more than a half century The First National Bank of Los Angeles has 
been an important factor in the business lite of California, and this consoli- 
dation will place the new organization in a position tv render even better 
and more constructive service than heretofore. 


A 24-hour transit service of the Los Angeles-First National Bank is so 
organized as to make funds available much quicker than even under the 
Federal Reserve schedule. Banks and bankers are invited to direct their 
Southern California business to us. 


When writing to advertisers please mention the American Bankers Association Journal 
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WHAT DO YOU THINK? 


«as Being a more or less personal talk between the Epitor and the READER wh 


OR a long time the notion persisted 
—even in banking circles—that 
every seven years the United 
States is due to have a lean year. 

Historically, this theory that depressions 
run in a regular cycle has some support. 
In 1893, hard times hit the country. There 
was a period of depression in 1900. The 
year of 1907 witnessed a memorable money 
panic. In 1914, there was a distinct in- 
dustrial letdown. In 1921, the post-war 
period of “drastic deflation” set in and shook 
American business to its foundations. Ac- 
cording to this count, the United States in 
1928 is due to feel the effects of the cycle 
again. 

But it is pertinent to ask, is there any 
justification for the omen? 

Will 1928 witness the passing of this 
business bugaboo? Will not the continua- 
tion of prosperity deal a knock-out punch 
to this psychological hobgoblin, which rears 
up its fearful head every seven years? 

The condition of business depends, to a 
very considerable extent, on the state of 
mind of the business man. When he comes 
to consider how much weight he should 
give to this superstition, he would do well 
to remember that banking and business are 
conducted now under very different condi- 
tions from those that obtained in the past. 
The Federal Reserve System means that busi- 
ness can be conducted in confidence rather 
than in fear. Itis no longer necessary for an 
individual bank to depend wholly upon its 
own resources to meet a bad situation, and 
there is no longer any reason for a bank to 
run to cover at the first sign of a possible 


stringency. There is every indication that 
there will be plenty of credit available for 
all legitimate needs. Indeed, it would ap- 
pear that the stage is all set for the pass- 
ing of a financial fetish that has outlived 
its day. 


What do you think? 


Setting the Tempo 


URING the past few years, delegations 

from England, Australia, Germany and 
other countries have come to the United 
States to learn the magic of mass production 
and to discover why we are so prosperous. 
They want to learn the trick of how we 
have done it. 

The moving conveyor, if we will take 
the word of Professor Paul H. Douglas of 
the University of Chicago, has been the 
most important factor in increasing the out- 
put per man in industry. It has been the 
chief cause for the virtual trebling of out- 
put per man hour in the automobile indus- 
try during the past thirteen years, he says. 

In paying tribute to this inanimate wheel- 
horse, which was first put to work on a 


large scale in the Chicago stockyards, Dr. 
Douglas points out that it lessens the amount 
of moving that the workers are compelled 
to do; economizes space by enabling more 
men to be packed within a given area, per- 
mits a more minute division of labor and 
lets the work flow to the workmen at given 
heights, thus lessening the fatigue of bend- 
ing. Perhaps the most important thing is 
that “the moving conveyor takes the ques- 
tion as to the speed at which the workers 
shall work out of their hands and places 
it primarily in those of the employer.” Thus 
he controls the tempo of the factory. 


But, even ahead of the rapid develop- 
ment of American technical methods, Dr. 
Douglas places the rapid increase in the 
supply of capital. 


What do you think? 


The Thoughtful Letter 


S the units of banking and business 

grow larger, one of the problems is to 
keep the man of small means feeling that he 
is appreciated and that his business is 
wanted. There is danger when a bank be- 
comes so impersonal that it loses the human 
touch, and its operations seem machine- 
like. 

The president of a bank has a fine op- 
portunity to win good-will for his institu- 
tion by writing letters to the new depositor, 
welcoming him into the ranks of the bank’s 
customers, and telling him of the various 
other ways that the bank is equipped to 
serve him. 

Too busy? Too much of a drain on 
his personal time? Well, let’s see. Take 
the Standard Oil Company of New Jersey, 
for instance. It is one of the largest enter- 
prises in the world. Buy ten shares of its 
stock and observe what happens. In less 
than a week’s time, you will receive what 
appears to be a personal letter, signed by 
Walter Teagle, the president, telling you that 
the Standard Oil is now your company and 
welcoming you into the ranks of the share- 
holders. 

If you are not employing the same meth- 
od, aren’t you passing up a good idea? 


What do you think? 


Most Unusual Will 


HAT is the most unusual provision in 
a will that has stood the test of the 
courts? 
A Michigan trust officer thinks that he 
has discovered it. 
A resident of that state, who believed that 
the second coming of Christ was not far 
off, died and, in his will, set aside a certain 


216 


amount to be invested and kept available” 
for the purpose of paying Christ’s expenses. 
during His stay on earth. The trust com” 
pany was directed to pay the current income 
to a benevolent institution in the meantime, — 

The question was raised as to whether 
such a provision was not contrary to the 
law of perpetuities, so a case was framed © 
and carried up to the Supreme Court of © 
the state. It held that the trust could be 
accepted by the corporate fiduciary as the | 
date fixed for the ultimate passage of the | 
property was definite enough. 


What do you think? 


Hog Appeal! 


A BANKER has to know a lot about many © 
things. Take hog calling, for in” 
stance. 
Out in the Middle West, the Iowa Bank 7 
ers Association is encouraging picnics for | 
county banker associations, because it 
wants the bankers to store up relaxation 
and health for the winter and _ indoor | 
months to come. To make it easy for the | 
promoters of these events, it published a — 
little bulletin telling how more than twenty ” 
games could be played. One of these was 
a hog calling contest. ; 
So that the judges couldn’t go wrong, the 
relative importance of essential points in 
hog calling were outlined—carrying capaci 
of voice, variety, originality, clearness “all 
musical quality. There was another im | 
portant feature stressed. : 


“Enticement, or appeal to the hog” was © 
rated at 20 points out of a hundred. The 
feature of “It” in calling the porkers— 7 
presumably hog appeal—was rated as twice © 
as important as the “appearance and facial 7 
expression of the caller in action.” 


What do you think? 


Ask Fred He Knows! 


IF you want to get an idea of how widely 
read the American Bankers Association * 
Journal is, just ask Fred W. Ellsworth, he 


knows! The July issue contained an article 
that the well-known New Orleans banket} 
had written about letters of introduction. — 

Listen to what followed: 

“Tt is very evident,” he writes to the edix 7 
tor, “that the Journal is read by at least” 
some of its subscribers, for I have received” 
letters from the four points of the compast” 
making various and sundry comments~7 
most of them generously favorable—on my 
little story about ‘This Will Introduce, 
Gosh! I hope it will do some good, for” 
many of our banker friends certainly do 
pull terrible boners when they attempt to” 
write so-called letters of introduction.” 
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